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turtle CommontDealtfi of iHajSsfacfjusfetts;
DEPARTMENT OF BANKING AND INSURANCE
DIVISION OF INSURANCE, BOSTON
December 31, 1944
To the General Court of Massachusetts:
The Commissioner of Insurance submits Part II of the ninetieth annual insur-
ance report required under the provisions of General Laws, Chapter 175, Section 17.
This part of the report pertains to life, miscellaneous, fraternal insurance organiza-
tions and retirement systems under the supervision of this Department.
In the first part of this report, I have discussed at length the impact of the South-
Eastern Underwriters' case, (United States vs. South-Eastern Underwriters' Asso-
ciation, et al, 64 U. S. Supreme Court 1162), and the Polish National Alliance case
(Polish National Alliance of the United States of North America vs. National Labor
Relations Board, 64 U. S. Supreme Court 1196), on the business of insurance and
the supervision thereof. I also reported on the activities of the National Association
of Insurance Commissioners and the insurance industry deaUng with the conse-
quences of these decisions. Included in Part I of the report, as Appendix C, is the
Legislative Proposal submitted to the Congress of the United States by the Execu-
tive Committee of the National Association of Insurance Commissioners in Nov-
vember 1944. All comments relating to that subject matter apply with equal force
to the affairs of insurance companies and fraternal benefits societies which are the
subject of this part of the report. The material deahng with that subject will not
be repeated in this part of the report.
The report on agents and brokers, departmental finances, included in Part I
of this report, will be omitted from Part II hereof.
The rules and regulations, governing the valuation of securities is omitted from
this part of the report, although they apply to the securities held by companies
reported in this part.
Legislation. — The absence of a legislative meeting in 1944, requires a report
only on the recommendations of the Commissioner of Insurance for legislation pro-
posed for the 1945 legislative session. The recommendations of the Commissioner
of Insurance in this regard are included in Part I of this report as Appendix D.
Appendix G of Part I pertains to Executive Order No. 74, which is the only
executive action taken by the Governor under the authority of legislative enact-
ment. That Appendix applies also to companies and organizations reported on in
this part.
Fraternal Benefit Societies. — The Commission, provided by the Resolves of 1943,
Chapter 44, created for the purpose of studying the laws of the Commonwealth
relating to fraternal benefit societies, with a view to making such changes in said
laws and additions thereto as may be necessary for the best interest of the public,
has made a report dated December 1944. The report is embodied in House No. 1695
of March 1945. Copy of this report, marked Appendix I, forms a part of this re-
port. It contains specific legislative proposals for the consideration of the 1945
Session of the General Court.
The report of the Special Commission on Fraternal Benefit Societies deserves
careful study and consideration by the Legislature. It is reveaUng and self-explana-
tory. While it deals effectively and specifically in the proposed legislation with a
number of matters which have troubled the members of the Insurance Department
in the administration of the law, it is apparent from the conclusions of the Commis-
sion that there remains considerable work to be done with respect to matters other
than those specifically dealt with by legislative proposals of the Commission. It is
to be hoped that the Commission will be continued by the Legislature and author-
ized to complete the work so vitally necessary to the protection of the best interest
of those who rely on fraternal benefit societies for their Ufe insurance and related
lines of insurance.
During the studies conducted by this Commission, the records of the Insurance
Department and the services of the personnel of the Department were made
abundantly available to the Commission.
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We are holding in abeyance definite action on certain matters concerning the
activities of fraternal benefit societies dealt with in the report of the Commission
pending the final disposition of the recommendations of the Commission by the
Legislature.
During the calendar year 1944, the supervision of fraternal benefit societies in-
volved, among other things,, the auditing of annual statement blanks. Following is a
synopsis of the number of societies which filed with the Department annual state-
ments to be audited
:
Lodge Systems
Domestic 8
Foreign 32
"45" Societies 112
"46" Societies 510
Secret Orders 2
Massachusetts Hospital Service, Inc.
Massachusetts Medical Service
Approximately fifty current by-laws of "46" societies were examined. Statistics
were obtained on "46" societies which furnished services of physicians to their
members.
After receipt of the decision of the Supreme Court rendered on the case of the
New England Order of Protection, (312 Mass. 106), fraternal benefit societies on
the Lodge System, which used mortuary moneys for expense purposes, were con-
tacted by the Department. As a result of correspondence and hearings, the mortu-
ary funds were reimbursed or arrangements made to do so, with the exception of
the Sons of Zion, which withdrew from Massachusetts in 1943 rather than comply,
and the Knights of Columbus, whose status in this State is pending.
As previously reported, the so-called "45" societies are those organized under
Section 45, Chapter 176 of the General Laws. They are distinguished from other
types of fraternal benefit societies by the limited benefits they are permitted to pay.
The societies organized under this Section of Chapter 176 are those societies whose
benefits exceed $200.00 for death and $10.00 for weekly disability benefits.
The so-called "46" societies are those authorized by Section 46 of Chapter 176 of
the General Laws, exclusive of secret orders. These societies are distinguished from
other tj^es of fraternal benefit societies because they are limited to paying benefits
below the benefits cited in the preceding paragraph.
During the calendar year, one new society was incorporated under the provi-
sions of Section 45, of Chapter 176. Two societies were reincorporated, as indicated
below
:
Name of Society Incorporated
Medford PoUce Relief Association January 13, 1944
Name of Society Reincorporated
Independent City of Homes Association May 18, 1944
United Shoe Machinery Mutual Relief Association, Inc May 29, 1944
The following table shows the development of business and membership of fra-
ternal benefit societies domiciled in this Commonwealth during the past ten years.
We are not including the so-called "46" societies in this schedule.
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The effort of the Department to secure compliance with Chapter 176 of the Gen_
eral Laws has made it necessary for a number of fraternal benefit societies to con
tinue to transact business under the authority conferred by Section 41 of Chapter
176. Many societies transacting business under this authority are cooperating with
the Department in bringing about the necessary changes in by-laws and methods
of operation which will conform to the provisions of the laws of tliis Common-
wealth. During the present year, the fraternal section has examined many of the
amendments proposed by societies for enactment at future conventions. Sug-
gestions have been made to bring proposed amendments in conformity with our
laws. Where such amendments are absolutely contrary to the laws of this Com-
monwealth, the societies have been so advised. While this procedure does increase
the work of the fraternal section to some extent, it is considered worthwhile because
of the benefits which will be derived by the management of fraternal societies and
their membership b}^ preventing illegal or improper by-laws to be innocently adopted
by action of fraternal society conventions.
A sub-committee of the National Association of Insurance Commissioners and a
committee of the National Fraternal Congress of America prepared a preUminary
draft of a fraternal code which was submitted to the various Insurance Depart-
ments by the National Association of Insurance Commissioners. It was recom-
mended that the code be studied by the individual Commissioners prior to action
by the National Association of Insurance Commissioners. The various Insurance
Departments of the Nation were invited to submit criticisms and suggestions on or
before March 1, 1945. Following that date, the Secretary of the Committee is to
compile and formulate a report of the criticisms and suggestions received and sub-
mit the results for the consideration of the Fraternal Committee at its June meet-
ing in 1945.
Concurrently, there is a study being undertaken by actuaries concerning the
desirabiUty of amendment of current mortahty tables or the possibility of the de-
velopment of a new table or tables as the facts may require. With the adoption of
the so-called Guertin Legislation, all types of life insurance written by insurance
companies were provided with new mortality tables. It is expected that the fra-
ternal field will profit by recommendations of the fraternal-actuarial investigation.
Life Insurance. —
Increase in Business of Domestic Companies in Ten-Year Period
Life Companies
Number Net
of Com- Premiums Admitted Real Number of Policies
Year panies Written Assets Estate* Mortgages* Liabilities Ordinary Industrial Group
1935 12 311,304,405 1,880,743,823 189,347,212 437,453,004 1,781,454,842 2,416,538 6,208,456 588
1936 12 307,283,66") 2,036,861,612 217,434,371 390,664,089 1,926,632,904 2,518,435 6,558,535 625
1937 12 313,191,294 2,174,472,759 224,250,688 378,633,491 2,067,999,581 2,642,212 6,976,291 646
1938 12 328,389,129 2,324,702,940 227,989,124 370,674,777 2,219,984,963 2,718,363 6,950,460 689
1939 12 319,197,436 2,477,562,876 223,297,942 364,207,232 2,321,108,170 2,859,913 6,926,493 766
1940 12 336,249,719 2,631,095,612 205,716,610 365,136,470 2,505,177,820 3,012,002 7,018,636 847
1941 12 374,949,336 2,833,123,529 172,503,189 384,141,552 2,679,588,781 3,221,068 7,352,616 1,019
1942 12 382,974,429 3,069,736,465 154,045,789 406,288,709 2,894,083,050 3,412,908 7,592,932 1,181
1943 12 411,203,776 3,358,692,027 114,686,259 412,220,174 3,141,118,351 3,632,950 7,878,079 1,450
1944 12 471,725,377 3,717,888,958 83.257,425 416,797,641 3,461,322,475 3,880,917 8,204,898 1,703
* Included in admitted assets.
People engaged in the life insurance business appear to be less concerned about
the possible effect of the decisions of the Supreme Court in the South-Eastern Un-
derwriters' case and the Polish National Alliance case, than do those who are op-
erating the fire and casualty business. Personally, I feel quite certain that vigilance,
rather than complacency, should be the watchword of the life insurance industry, if
it believes that State supervision of the insurance business is preferable to Federal
regulation.
The life insurance executives, who have conferred with the Commissioners of
Insurance, hold that their methods of conducting business relieve them from the
threat of action, civil or criminal, under the Sherman and Clayton Acts. Without
attempting to question the justification for this opinion, let me call your attention
to Monograph 28, of the Temporary National Economic Committee, Section XI,
deahng with intercompany agreements to eUminate competition. In that docu-
ment, there is discussed many activities and practices in the Ufe insurance business
which life insurance executives feel are entirely legitimate and in the pubUc interest.
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The authors of that Monograph, however, draw this conclusion — "Thus we have
seen that the principal legal reserve life insurance companies have entered into
formal agreements and 'gentlemen's understandings' to fix the rates for ordinary-
insurance, group insurance, reinsurance, and annuities as well; and have, by inter-
company conferences, estabUshed a uniform basis for surrender values, settlement
option provisions and the underwriting of large risks. In addition, they have sought
to control the transfer of business as between one another, to regulate the exchange
of medical information and to control commissions and agency practices. Though
this field has not been entnely explored, the evidence is adequate to demonstrate
that as a result of these activities competition has been seriously limited in many
important areas of the business."
In view of the foregoing statement, if all of the practices discussed have not been
changed, action by the Department of Justice might be instituted against a group
of life insurance companies, their agents, or cooperating bureaus, alleged to have
entered into a conspiracy to violate the provisions of the Sherman or Clayton Act.
It would be well for the hfe insurance business to re-examine all of its cooperative
activities and to decide whether or not practices hitherto legal under State laws
should now be abandoned or changed, in view of the fact that insurance is now
commerce and subject to the provisions of the Sherman and Clayton Acts.
In September of this year, a Committee of the National Association of life Under-
writers protested against the relaxation of the present agency practices code with
respect to the licensing of part-time agents in urban centers. While this protest is
well intended and distinctly in the public interest, the continuance of the code
should be carefully considered in the light of the application of the Sherman and
Clayton Acts of the business of Life insurance. The Life Underwriters' Association
also took a progressive step when they revised their legislative procedure for the
purpose of informing themselves concerning Federal Legislation and its effect upon
the business of life insurance. This step indeed shows the wisdom and progressive
thinking on the part of members of this Association. It will be absolutely necessary
in the future to follow carefully all Federal Legislation enacted under the Com-
merce Clause of the Constitution to definitely determine the effect of such legisla-
tion on the conduct of the insurance business. If the practice sought to be regulated
by the Federal Government is already adequately regulated by the States, those
who believe in the continuance of Government close to the people will militantly
oppose such legislation.
One of the most serious consequences to those engaged in the insurance business,
which flows from the South-Eastern Underwriters' case, is the ex post facto nature
of the decision— a consequence which is impossible to reconcile with constitutional
grant of authority. This consequence should seriously concern anyone engaged in
the business of insurance who might be charged with violation of the Sherman or
Clayton Act.
Article I, Section 9, of the Constitution, provides that Congress may pass no
ex post facto law. Under Section 10, of Article I, of the Federal Constitution, it is
provided that "No State shall . . . pass . . . (an) ex post facto law . . . "; hence,
neither Congress nor any of the State Legislatures could pass an act which would
make criminal an act done by someone before the statute was passed, which act,
when done before the statute was passed, was not illegal. In the indictment against
the various fire companies it is alleged they did certain things before November 15,
1942. As is indicated by the fine of cases overruled by the South-Eastern Under-
writers' case, there was no decision prior to June 5, 1944, that insurance was com-
merce, but all decisions were to the effect that insurance was not commerce. The
indictment is under the Sherman Anti-Trust Act, which has to do with only inter-
state commerce, but prior to 1944 there was no decision that insurance could be
held to be interstate commerce. It is obvious that the provisions of the Sherman
Anti-Trust Act certainly had not been construed to apply to insurance and as in-
surance was then regarded by the court, the Sherman Anti-Trust Act could not
have been construed to apply to acts by insurance companies in the transaction of
their business. However, the effect of the Court's decision is to accomphsh what the
Federal Constitution particularly forbids the Congress or State Legislatures to do.
It is difficult to understand why this aspect of the case was dismissed by the
Supreme Court with only a footnote at the end of the majority opinion which reads,
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"Whether reliance on earlier statements of this Court in the Paul vs. Virginia line
of cases that insurance is not 'commerce' could ever be pleaded as a defense to a
criminal prosecution under the Sherman Act is a question which has been suggested
but one it is not necessary to discuss at this time." It is hard to beheve that if the
defendants are convicted only of acts which were in compUance with State law and
a long line of decisions of the Supreme Court, that the Supreme Court of this land
would require them to be branded as criminals, but it is also difficult to conceive
how the Court can absolve them of that consequence in the light of the South-
Eastern Underwriters' decision. *
As a result of this decision, the life insurance business, as well as the other branches
of the insurance business, definitely become subject to the provisions of the Fed-
eral Trade Commission Act. This Act provides "unfair methods of competition in
commerce and unfair or deceptive acts or practices in commerce are hereby de-
clared unlawful." The enforcement of the provisions of the Act is committed to the
Federal Trade Commission. The procedure is to issue a complaint against an al-
leged violator, after which a hearing may be had. If the Commission finds a viola-
tion of law, it orders the violator to cease and desist. While the proceedings of the
Federal Trade Commission are reviewable by the Court, the findings of fact by the
Commission are conclusive if supported by evidence. The Commission is given
power to investigate the organization, business, conduct, practices and manage-
ment of any corporation engaged in interstate commerce and to require such a
corporation to file annual and special reports and answers to questions.
I ask you to note the similarity between these powers and the powers presently
conferred on Insurance Commissioners by the State Legislatures. The duplication
of supervisory authority is significant. The possibilities for interference with orderly
conduct of business and conflict between State and Federal authority are proUfic.
State laws, as a rule, contain some pattern which directs and warns those to whom
the laws apply as to how they may comply with such laws. The powers of the Fed-
eral Trade Commission are not confined to such practices as would be unlawful be-
fore it acted, but it is their "duty to discover and make explicit those unexpressed
standards of fair dealing which the conscience of the community may progressively
develop." (Federal Trade Commission v. Standard Educational Society, 86 F. {2nd),
692.) This indicates how necessary it is for members of the Federal Trade Commis-
sion to be well acquainted with insurance practices. I direct your attention to the
scope of the Act as expressed in the case of Sears Roebuck & Company v. Federal
Trade Commission, 258 Fed. 307, "On the face of tliis statute the legislative intent
is apparent. The Commissioners are not required to aver and prove that any com-
petitor has been damaged or that any purchaser has been deceived. The Commis-
sioners, representing the Government as parens patriae, are to exercise their common
sense, as informed by their knowledge of the general idea of unfair trade at common
law and stop all those trade practices that have a capacity or tendency to injure
competitors directly or through deception of purchasers, quite irrespective of
whether the specific practices in question have yet been denounced in common law
cases."
Is it desirable suddenly to apply to the insurance business a Federal Law with such
wide and undefined scope? Is it fair to the Federal Trade Commissioners to expect
that they should immediately be fully acquainted with the intricacies, technicalities
and State laws governing the conduct of the insurance business? In view of the
liberal interpretation given to the Act in many, many cases, it is easy to see that
many practices employed by an insurance company might well be subject to com-
plaint to the Commission. Lack of familiarity with local conditions might result in
a totally different decision by the Commission than one which might be rendered by
the Commissioner of Insurance more familiar with local conditions. Such situations
could certainly harrass those subject to duplicate supervision.
There is at least one other law about wliich a word should be said. It is the so-
called Robinson-Patman Act passed in 1936, as an amendment to the Clayton Act.
The provisions of that Act make unlawful discriminatory practices in the sale of
commodities, etc. This Act also contains a provision proliibiting the paj'-ment of
salary or commissions, brokerage or any other compensation for services rendered
by the seller to a representative of the buyer. (Title 15, Paragraph 13(c)). In view
of the fact that many State laws hold the insurance broker to be the representative
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of the assured (buyer), the appUcabiUty of this Act to the insurance business would
prohibit payment of commissions by an insurance company to brokers in accordance
with the usual custom of the business. This application of the law to a large extent
rests upon the probability that the Court may construe insurance to be a com-
modity. In view of the liberal construction of the Commerce Clause by the Court
and the strong arguments of the Government and the briefs they have filed in this
case, it is more than likely that the Court would hold the Robinson-Patman Act as
applicable to the insurance business on the ground that insurance is a commodity.
Chief Justice Stone predicts in his dissenting opinion that the decision in the
South-Eastern Underwriters' case "cannot fail to be the occasion for loosing a flood
of litigation and of legislation, state and national, in order to establish a new
boundary between state and national power ..." A realization of this prediction is
already evident in the challenge to the Idaho Countersignature Law and the
Minnesota Anti-Trust suit. Other litigation is in the making— the effect of which
cannot at this time be predicted.
Taxes required to be paid by insurance companies have in several instances been
paid under protest because of doubt concerning vahdity. It will certainly be neces-
sary for States to re-examine their tax laws in the light of a long line of decisions on
this subject. I wonder if the States can continue to differentiate between domestic
and foreign companies in the matter of taxation without running afoul of the claim
that they are unduly burdening commerce. This is a field in which the general pub-
lic, whether purchasers of insurance or not, are likely to be affected as a result of the
decision. Taking Massachusetts as an example — we impose a two percent premium
tax on foreign companies and a one percent tax on domestic companies. If insurance
continues to be commerce, in order to validate our premium tax, it may be necessary
either to reduce the tax on foreign companies to one percent, with a resultant loss of
approximately two and one-half million dollars to the Commonwealth, or increase
the tax on domestic companies, with a resultant increase of over one million dollars
to our domestic companies on the basis of Massachusetts premiums only. In event
of a tax reduction, all of the citizens in Massachusetts would be required to make up
the deficit. In event of an increase, the burden must be borne by the purchasers of
insurance. The situation in some other States is more extreme than that in Massa-
chusetts. This, however, is a field in which adjustments must be considered by the
States. There is adequate authority to uphold the validity of premium tax laws. I
doubt that such laws will be overturned. As late as 1940, in McGoldrick v. Berwind-
White Coal Miniiig Company, the present Court upheld a sales tax which is so
similar to the premium tax that it furnishes sound authority for the continuance of
premium taxes. Practical necessities may create new law in the field of taxation,
as well as in other fields of insurance regulation.
I have described some of the more important effects of the recent decision of the
Supreme Court upon the conduct of the life insurance business particularly and
other branches of the insurance business generally. Further exploration of the sub-
ject will be deferred pending the outcome of legislation by the Congress, which will
determine the extent to wdiich State supervision will be permitted to continue. I
am satisfied that the solution of the problems confronting the insurance business
and the regulatory officials of the several States and the Federal Government can
be solved through a spirit of cooperation between the insurance industry. State
Insurance Commissioners, the State Legislatures and Members of the Congress. I
am convinced that our problems are not impossible of solution. The extent to which
we can solve them alone is uncertain. Of course, the enactment of a constitutional
am.endment is the most comprehensive and sure method of restoring the "status
quo ante" of State supervision of the insurance business. While such an approach
is not impossible of accomplishment, the probability of success must be carefully
explored before any such program is undertaken. I do not share the opinion of
those who drearily predict that the business of insurance is now facing chaos and
confusion. Through the years, the insurance business has surmounted all difficulties
and overcome tremendous dislocations. It has contributed to the economic growth
of our country. It has encouraged self-reliance on the part of our people. It has
served the public well. I am confident that the members of our Legislature will
meet the challenge to supervision of insurance by the several States with courage,
intelligence and initiative.
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I hope to be in a position to submit definite proposals to the Legislature before
the end of the calendar year 1945. I have been requested to continue serving the
National Association of Insurance Commissioners in company with President
Johnson to the end that a Congressional act may be secured which will permit the
continued proper development of the insurance business and State regulation of
insurance in the public interest.
During the year covered by this report, fifty-four life insurance companies filed
with the Insurance Department approximately 1323 policy forms, riders and en-
dorsements, which required action under Sections 132, 133 and 192, of Chapter 175
of the General Law. No life insurance company has requested permission to issue
policies authorized by Chapter 227 of the Acts of 1943, embodying the new mortahty
tables and the new concept of computing nonforfeiture benefits. This Chapter is
referred to colloquially as the so-called Guertin Bill. One of the reasons for the de-
lay in issuing poHcies in accordance with these provisions of law seems to be grounded
upon the fact that some States have not had an opportunity to enact the legislation
up to this time. Undoubtedly, the legislation will advance rapidly in the next
legislative sessions in many of the States.
It is apparent, however, that the companies are interested in preparing to give
effect to the new provisions of the valuation and nonforfeiture benefit law. Two
policies have been filed for consideration by this Department; one by a domestic
life insurance company— the other by a foreign life insurance company.
The personnel of this Department is being trained to deal with the avalanche of
poUcies which will require attention should all companies decide at the same time
to seek approval of policies drafted in accordance with the modern valuation of
tables and concept of nonforfeiture benefits. The technical nature of this legislation
requires a careful study by members of the Department charged with the respons-
ibility of approving policies conforming to the new law.
The increase in pension plans, which include as a part of the plan the issuance of
group annuity contracts, raises many new questions relative to the approval of
group annuity contracts. As a matter of fact, some companies are of the opinion
that the Department has no responsibility or authority to approve group annuity
contracts. I was not certain that the Department does have the responsibility to
approve such contracts ; hence, I felt it would be desirable to submit certain ques-
tions to the Attorney General for his decision. These questions are embodied in a
letter directed to the Attorney General under date of November 10, 1944, and the
reply of the Attorney General is contained in a letter dated December 1, 1944, Both
of these communications are attached and form a part of this report and are marked
Appendix II.
The opinion of the Attorney General indicates quite clearly that it is highly de-
sirable that the Legislature give consideration to the adoption of a group annuity
definition and procedure to be followed by the Commissioner of Insurance in super-
vising group annuity contracts. The opinion referred to was rendered subsequent
to the dates upon which the Department recommendations for legislation were re-
quired to be submitted to the printer. It is doubtful that we could have made
definite recommendations on the subject without further careful study. This m.at-
ter will be given further consideration by the Department in the hope that we may
be able to provide legislative suggestions for your consideration.
Insurance Companies Authorized to Transact Business in this Commonwealth. — The
following companies have been authorized to transact business in this Common-
wealth during the year 1944:
Corporate Name Location Date of Authority
United Benefit Life Insurance Company Omaha, Neb. January 28, 1944
Western National Indemnity Company San Francisco, Cal. December 1, 1944
American Casualty Company of
Reading, Pennsylvania Reading, Penn. December 29, 1944
No insurance companies, transacting the type of business covered by Part II, with-
drew from the Commonwealth during the year 1944.
The admission of foreign companies to transact business in this Commonwealth
is a matter of grea' importance to the citizens of our State. The grief experienced,
not only by policyholders, but third party claimants resident in this Commonwealth
as a result of the failure of insurance companies prior to my incumbency as Com-
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missioiier of Insurance, warrants the inauguration of a policy of extreme caution
and scrupulous investigation with respect to the determination of the financial
stabihty and sound business practices of all insurance carriers. Our citizens will
suffer less disappointment and financid loss if we ascertain so far as humanly pos-
sible that all companies authorized to do business in this State are entitled to public
confidence.
The duty of passing upon the admission of foreign companies and the organiza-
tion of new domestic companies has been entrusted to First Deputy Commissioner
Edmund S. Cogswell, a public official of many years experience. His thorough in-
quiry and conscientious consideration of each apphcation presented to him, war-
rants favorable comment and commendation.
Massachusetts Casualty, Surety and Title Companies, including U. S. Branch of
Employers' Liabihty Assurance Corporation. Exhibit of their development in a
ten-year period.
Net Premiums
Written Admitted Assets Liabilities
$108,370,316 1150,197,433 $107,882,992
121,450,979 171,775,746 120,727,296
138,402,138 183,868,604 135,049,686
131,167,934 201,029,007 145,250,088
133,550,785 216,348,529 157,487,155
139,088,960 227,610,881 163,676,477
163,165,044 250,696,510 184,237,116
204,724,409 293,795,441 216,500,444
206,059,422 332,105,272 252,908,839
209,352,476 363,367,990 276,615,746
Net premiums written include accident and health premiums written by five life
insurance companies which are not included in the count of casualtj^ companies.
No assets of these companies are included in the above table as all assets are ap-
plicable to the entire business and are tabulated in the report of the life insurance
business. Liabihties pertaining strictly to the accident and health departments
are included above.
Savings Bank Life Insurance. — The following table indicates the grow^th of Sav-
ings Bank Life Insurance Departments during the past ten years
:
Increase in Business or Domestic Companies in Ten-Year Period
Savings Bank Life (without General Guaranty Fund)
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The last annual report stated that we were successful in our effort to bring the
examinations of Savings Bank Life Insurance institutions down to date. In 1944,
we were able to maintain this condition by completing eleven examinations as
scheduled. The Springfield Five Cents Savings Bank estabhshed an insurance de-
partment, was authorized to transact business November 8, 1944, and commenced
business November 10, 1944. It will be subject to annual examinations for a three-
year period beginning October 31, 1945.
Savings Bank Life Insurance is experiencing a healthy, steady increase in business.
In the examination work, certain questions, requiring interpretaion of law, de-
veloped. These questions were presented to the Attorney General for opinion by
the Savings Bank Life Insurance Division. The opinion rendered upheld the posi-
tion of the examiners who raised the indicated questions. The decision of the At-
torney General is attached and forms a part of this report marked Appendix III.
Group Accident and Health Insurance. — The following figures show the propor-
tion of accident and health business which was wi-itten on the group plan by the
companies transacting accident and health business in Massachusetts in 1944.
Total
Group Plan Accident & Health
. $189,380,623 1354,426,775
135,837,150 198,519,470
Net premiums written (countrywide) .
Net losses paid (countrywide)
Net premiums written (Massachusetts)
Net losses paid (Massachusetts) .
7,462,480
4,832,823
13,325,430
6,920,198
Retirement Systems. — Thirty-eight retirement systems were scheduled for
examination in 1944 including the old as well as the new system in Norfolk County
and nine examinations that were on the 1943 schedule but were not done due to the
pressure of work and lack of available examiners. We were able to complete the
scheduled examinations with the exception of six. Every eft'ort is being made to
bring the examination program up to date.
An examination of the Retirement Fund of the Monarch Life Insurance Company
of Springfield was made in connection with the triennial examination of the com-
pany-
The following list represents the examination and administrative expense m~
curred by the Insurance Department in connection with various county, city and
town retirement systems during the calendar year in 1944 and assessed against the
respective units under the provisions of Section 34A, Chapter 32 of the General
Laws.
Name of Unit
Counties
*Barnstable
Berkshire
Bristol
Dukes
Essex
*Franklin .
Hampden
Hampshire
Middlesex
*Norfolk .
Plymouth
Worcester
Total
Total Expense
$273.81
60.80
241.68
7.60
554.80
135.02
136.80
80.56
1,070.08
770.03
127.68
614.08
$4,072.94
Cities and Towns
*Adams
Amesbury
Andover .
Arlington
1215.60
44.08
109.44
231.04
Part II XI
*Athol
Attleboro
Belmont .
Beverly .
Braintree
Brockton
Cambridge
*Cliicopee
Clinton .
*Concord .
Danvers j
Dedham .
*Eastliampton
Fairhaven
*Falmouth
- Fall River
Framingham
*Gardner .
*Gloucester
*Greenfield
Haverhill
*Hingham
*Ho]yoke .
Hull
Lawrence
*Leominster
Lexington
Lowell
Lynn
*Malden .
Marlboro
*Marblehead
Maynard
Melrose .
*Methuen
Milford .
Milton .
*Montague
Natick .
Needham
*New Bedford
Newburyport
*North Adams
Northampton
North Attleboro
*Northbridge
Norwood
Peabody .
Pittsfield
*Plymouth.
Reading .
Revere
*Salem
Saugus
*Shrewsbury
*Southbridge
*Springfield
Stoneham
Swampscott
Taunton .
Wakefield
386.40
141.36
555.91
100.32
136.80
253.84
676.40
893.53
57.76
156.57
103.36
53.20
239.58
28.88
115.16
320.72
120.08
429.21
475.92
399.71
258.40
351.23
857.54
77.52
591.28
436.48
103.36
284.24
541.12
580.85
88.16
415.61
15.20
180.88
387.84
91.20
139.84
441.15
100.32
148.96
1,643.81
60.80
699.77
139.84
57.76
176.14
153.52
147.44
226.48
386.35
80.56
120.08
781.86
79.04
160.92
271.70
2,485.86
77.52
47.12
307.04
169.46
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objective. It would be well for the opponents of this program to hearken to the
words of the President of the National Board of Fire Underwriters at its recent
annual meeting and support the progressive thinking set forth in the following
paragraph from that address
:
"
'In the coming period of transition to peace and we hope subsequent peacetime
prosperity, our business faces new opportunities for greater public service, and I
know we are going to rise to that destiny, as we have throughout a long and honor-
able history. Let me suggest that we take a long range view of these new oppor-
tunities. Let us prepare ourselves to establish, on the basis of anticipating the
needs of the householder, the industriahst, the merchant, the banker and the com-
munity, such a relationship of known benefits to all that the public will actively
recognize its partnership with our business as something worthwhile.'
"I earnestly suggest that opposition coming from companies which are members
of the National Board of Fire Underwriters is certainly not in keeping with the
ideas expressed by the President. Why do you think opposition to this program
should come from companies possessing broad multiple line underwriting powers?
Do they intend to stymie progress? Thirty years of deliberation on a subject should
be nearly enough. I hope our Laws and Legislation Committee will authorize the
drafting of legislation for enactment by the Legislatures of the several States ena-
bling all companies to write insurance in all States and throughout the world in
accordance with the recommendations of this Committee, if they meet all neces-
sary requirements."
The Committee on Laws and Legislation of the National Association of Insur-
ance Commissioners "considered in a favorable light," the report of the Industry
Multiple Line Underwriting Committee. I am sure that the adoption of the recom-
mendation contained in Appendix D of Part I will be in the interest of the citizens
of our Commonwealth.
Compulsory Motor Vehicle Liability Insurance. — Gasoline rationing, coupled
with a fairly effective enforcement of war-time restrictions on the use of auto-
mobiles, has warranted the lowest rates for automobile insurance experienced by
the citizens of this Commonwealth since the enactment of the Compulsory Motor
Vehicle Liability Insurance Law. The classification system developed last year for
private passenger automobiles has equitably distributed the cost of insurance pro-
tection among the private passenger car owners of the Commonwealth. This
classification system is based upon the "A," "B" and "C," cards issued to auto-
mobile owners for the purpose of rationing gasoline. The "A" cards are issued to
those persons who use their automobiles principally for pleasure. Investigation
indicates that approximately 43% of the population are restricted to gasoline ration
permitted "A" card holders. Approximately 32% of the people of the Common-
wealth hold "B" cards. These persons are permitted hmited use of their auto-
mobiles, but the conditions under which their gasoline is allotted entitles them to a
larger supply of gasoline than the "A" card holders. The remaining group, con-
stituting approximately 25% of the private passenger car operators are permitted
almost unrestricted use of their cars. The automobile HabiUty insurance charges
are distributed among these automobile operators as nearly as possible in accord-
ance with the experience data of those assigned to these classifications.
The rate-making procedure has been modified to take into consideration the
reduction in frequency of accidents and the change in average loss-cost of acci-
dents, since it is necessary to use data and statistics relating to current year con-
ditions in order to forecast more accurately the rate to be used during the year 1945.
War-time conditions do not indicate necessity for change in the procedure in com-
puting rates on commercial vehicles. The restricted use of private passenger cars
has improved the road conditions to such an extent that commercial car rates have
been modified to reflect an improvement in the experience for this classification.
The increased use of taxicabs and livery vehicles presented a problem, which we
beUeve has been dealt with equitably in the adjustment of premiums for this class
of automobiles.
It should be remembered that the rates promulgated for 1945 cannot possibly
take into consideration the adverse conditions which are bound to occur should the
War end during that year.
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Voluntary Assigned Risk Plan. — The totals for the assignment of risks under
the Massachusetts Motor Vehicle Assigned Risk Plan for the year 1944 are as
follows
:
Assignments over the counter ....
Assignments by Mail .....
Total Assignments .....
Renewals of 1943 Assignments accepted for credit
under the Plan ......
Number of "Declinations to Applicant" issued by
Bureau .......
Number of Assignments rejected by companies as
ineligible .......
Taxicabs
31
31
All Others
4,270
915
5,185
1,989
7,174
181
1
The Massachusetts Motor Vehicle Assigned Risk Plan, which became effective
on November 16, 1939, specifically excluded pubhc automobile^. This exclusion
continued until January 27, 1944, when the Governing Committee of the Massa-
chusetts Automobile Rating and Accident Prevention Bureau voted to amend the
Plan to include public automobiles. The small number of taxicab assignments is
due to the fact that public automobiles did not become assignable until January
27, 1944, after the peak of registration had passed.
The Voluntary Assigned Risk Plan considerably relieved the pressure on the
Board of Appeal on Motor Vehicle Liability Policies and Bonds, and the delays
incident to procuring automobile insurance in accordance with the statutory pro-
visions of law governing the operation of the Board of Appeal. The program of vol-
untary assignments has been of material assistance to the people of this Common-
wealth. The inauguration of the program manifests a disposition on the part of the
private insurance carriers to adequately serve the people desiring automobile
protection.
Board of Appeal on Motor Vehicle Liability Policies and Bonds. — The following
is the disposition of cases before the Board of Appeal on Motor Vehicle Liability
Policies and Bonds:
CANCELLATIONS
Sustained, after hearing .
Complainant defaulted
Both defaulted
Agreement or withdrawn
278
89
2
5
NOT A PROPER RISK
Annulled, after hearing
Reinstated .
Company defaulted
Invalid cancellation
Continued Generally
Dismissed, Complaint invalid
Power of attorney
New Certificate filed
Cancel by insured
No cancellation .
Sub-total
120
246
4
11
41
3
21
5
833
REFUSALS
Sustained, after hearing 39
Paet II XV
NOT A PROPER RISK
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forming Appendix V of this Report. This Appendix indicates the technical nature
of the problem and manifests the interest of the Massachusetts Insurance Depart-
ment and the National Association of Insurance Commissioners in progressive de-
velopments designed to produce better rating methods.
Another problem interwoven with the Compensation rating problem flows from
the introduction of Retrospective Rating Plans, War Department Rating Plan and
other special rating plans involving graded expenses. Rising payrolls, low rates,
special selection of risks by various insurance companies, changes in the incidence
of re-opened cases, and a number of other developments, affecting premiums col-
lected for workmen's compensation insurance, have resulted in the distortion of the
Schedule P formula method of computing reserves. I secured the appointment of
a sub-committee of Commissioners of the National Association of Insurance Com-
missioners to study this problem, with a view to making constructive recommenda-
tions for the improvement of Schedule P results. When the answer is available, un-
doubtedly legislative action will be necessary to authorize correction of the annual
statement blank now prescribed by statute in many of the States. I shall report
further on this subject after the recommendations of the technical committee
studying the subject reports to the National Association of Insurance Commis-
sioners and secures the adoption of definite recommendations.
Schedule W has been discontinued because the distorted reportings serve no
useful purpose. I have previously urged caution in interpreting expense ratios,
primarily because of the lack of uniformity and the treatment of various elements
of expense in the accounting departments of the various insurance companies. The
development of graded expense plans has accentuated the necessity for better re-
porting of expenses for rate-making purposes.
I have procured from the representatives of the National Association of Insur-
ance Commissioners and the National Council on Workmen's Compensation Insur-
ance, a memorandum dealing with the workmen's compensation expense loading.
This memorandum presents a comprehensive discussion of the subject and is in-
cluded in this report as Appendix VI, to give the Legislature some idea of the work
which is being undertaken by the Insurance Department of this Commonwealth
in an effort to develop rate-making improvements in connection with the calcula-
tion of workmen's compensation insurance rates.
Four new rating plans advanced by the National Bureau of Casualty and Surety
Underwriters were rejected by the New York Compensation Rating Board. These
plans have been the subject of considerable discussion. Although the plans have
been approved in some States, it is unlikely that they have been given the careful
consideration required to determine the equity of the plans. No evidence has as yet
been presented to show that the discounts allowed under the plans do not unreason-
ably favor the large risks at the expense of the small risks. The necessity for these
four plans is clothed with considerable doubt. Former Commissioner Hobbs, now
the representative of the National Association of Insurance Commissioners on
Compensation matters, has this to say on the subject: "The opinion is here ex-
pressed that the premium discount plan is likely to be most used. The Retrospective
Rating Plans are not good speculative chances for any risks where the possible gain
is less than the possible loss. Even in the 'no-penalty plan' so-called, the risk stands
to lose the premium discount it could have gotten had it elected the premium dis-
count plan. One would think the Retrospective Rating Plans suitable to risks of
good size, with experience running a good deal better than average. There are, of
course, risks which a carrier might decline to write except on a retrospective basis,
but these are probably rare. The Premium Discount Plan, however, by itself is
calculated to make expense ratios and loss ratios as per Schedule W look very dif-
ferent from those of the past." This is an impartial appraisal of these plans and it
raises doubt as to the value of the Retrospective Rating Plan when applied to a risk
with consistently good experience. Certainly, the discussion indicates caution should
be exercised in considering these Plans for general use, particularly in the absence of
accurate and comprehensive substantiating evidence to justify the methods used in
calculating the ultimate premium.
Workmen's Compensatio7i Assigned Risk Plan. — The Assigned Risk Plan for
workmen's compensation insurance is provided by Statute as part of the Com-
pulsory Workmen's Compensation Insurance Law. The provisions of the Plan
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provide for pooling of assigned risks by stock and mutual companies separately.
During the calendar year 1944, 117 assignments were made to the Massachusetts
Stock Pool for Assigned Workmen's Compensation Risks, of which 66 were re-
newals and 51 were new assignments. Ninety-six of these assignments have been
completed and pohcies issued; the premiums amounting to $45,839.25. There are
eight assignments still pending and thirteen have been cancelled.
During the calendar year 1944, 111 assignments were made to the Massachusetts
Non-Stock Assigned Risk Reinsurance Pool for Workmen's Compensation Insur-
ance; of which 79 were renewals and 32 were new assignments. Ninety-six of these
assignments have been completed and policies issued ; the premiums amounting to
158,514.09. There are eight assignments still pending and seven have been can-
celled.
Examinations op Casualty and Life Insurance Companies
Fraternal Organizations and Non-Profit Hospital and Medical Services
Examinatio7i of Insurance Organizations. — The following is a record of the ex-
aminations made by this Department during the year 1944 of casualty and life
insurance companies, fraternal organizations and non-profit hospital and medical
services authorized to transact business in the Commonwealth of Massachusetts
:
Company or
Organization
EXAMTNATONS COMPLETED IN 1944
Arrow Mutual Liability Ins. Co.
1 Berlvshire Life Insurance Co.
BrookHne Police Mutual Aid Assoc.
Electric Mutual Liability Ins. Co. .
H. P. Hood & Son, Inc. Mutual Benefit Assoc
John Hancock Mutual Life Ins. Co.
Leopold Morse & Co. Mutual Benefit Associa
tion, Inc. .....
Maiden Fire Department, The Rehef Assoc
of the ......
Massachusetts Hospital Service, Inc.
Massael usetts Indemnity Ins. Co.
Massaclusetts Medical Service
Metropohtan District Police Rehef Associa
tion. Inc. .....
Ministers Mutual Life Ins. Co.
' Monarch Life Ins. Co. ....
National Benevolent Union of St. John the
Baptist of Haverhill ....
1 New England Casualty Ins. Co.
Saint Agrippina of Mineo Benefit Society
Exam nat ons Pend ng Dec. 31, 1944
1 American Employers' Ins. Co.
Boston Mutual Life Ins. Co.
Corporation of the Members of the Catholic
Association of Lowell
1 Employers' Liabihty Assurance Corp., Ltd,
(U. S. Branch) ....
Federal Mutual Liabihty Ins. Co. .
1 Massachusetts Mutual Life Ins. Co.
1 New England Mutual Life Ins. Co.
1 Zone Examination.
Location
Newton
Pittsfield
Brookhne
Lynn
Boston
Boston
Boston
Maiden
Boston
Boston
Boston
Boston
Boston
Springfield
Haverhill
Springfield
Boston
Boston
Boston
Lowell
Boston
Boston
Springfield
Boston
Examination
as of
Dec. 31, 1943
Dec. 31, 1943
Dec .31, 1943
Dec. 31, 1943
Sept. 30, 1944
Dec. 31, 1943
Oct. 16, 1944
Sept. 30, 1944
Dec. 31, 1943
Dec. 31, 1943
Dec. 31, 1943
Dec .31, 1943
July 31, 1944
Dec. 31, 1943
Apr. 18, 1944
Dec. 31, 1942
Oct. 7, 1944
Dec. 31, 1944
Sept. 30, 1944
Nov. 30, 1944
Dec. 31, 1944
Dec. 31, 1944
Dec. 31, 1944
Dec. 31, 1944
Examination
Commenced
Oct. 31, 1944
Dec. 31, 1943
Jan. 13, 1944
Nov. 8, 1944
Oct. 16, 1944
Dec. 31, 1943
Oct. 13, 1944
Sept. 18, 1944
Mar. 14, 1944
Feb. 21, 1944
Mar. 14, 1944
Feb. 7, 1944
Aug. 17, 1944
Dec. 31, 1943
Apr. 18, 1944
Dec. 31, 1940
Oct. 4, 194 4
Dec. 29, 1944
Oct. 2, 1944
Dec. 14, 1944
Dec. 29, 1944
Nov. 20, 1944
Dec. 29, 1944
Dec. 29, 1944
This Department also participated in a zone examination of the Union Mutual
Life Insurance Company of Portland, Maine. The General Fund of the Common-
wealth was reimbursed for the expenses of our examiner in the following amounts:
travel, $485.55 and salary, $612.09.
ZONE EXAMINATION EXPENSES OF DOMESTIC COMPANIES
The following schedule shows the charges made to domestic life insurance com-
panies for services and expenses by examiners from other states in connection with
the participation in zone examinations completed in 1944. There were no expenses
chargeable to the companies for Massachusetts Examiners as all of the work was
performed within this Commonwealth. The charges hsted cover the entire cost of
examinations completed in 1944 whether the expenses were incurred in that year
or prior:
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Zone State Examiner
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This amount included a 100 per cent overlay, because of the hazards and expenses
to be encountered in collecting the individual assessments. Included also in this
final decree was an order authorizing the Receiver to proceed in the collection of the
individual assessments.
The Receiver in accordance with this decree took first step in collection of assess-
ments by sending form letter demand to all policyholders. The total receipts for the
year 1944 were S6,258.22. The expenses of administration for said period amounted
to S7,513.84. On December 31, 1944 there was a cash balance of $42,659.41 on
deposit with various banks in Boston. Other assets as of December 31, 1944 con-
sisted of furniture and office equipment valued at S573.75 and the claims of unde-
termined value as mentioned above. The Receiver's account for the year 1944 was
allowed by the Supreme Judicial Court on February 6, 1947.
Canton Mtitual Liability Insurance Com-pany. — During the calendar year 1944,
the Commissioner of Insurance, acting as Receiver for this Company, received an
income from assessments levied on policyholders in accordance with the action of
the Board of Directors as ordered by the Court. The total amount collected was
158,948. Disbursements charged against these collections amounted to $6,823.05.
The balance on hand, December 31, 1944, on deposit in the First National Bank of
Boston, was $52,140.85— $8.34 represented cash in office; furniture and fixtures
having an estimated value of $300.00.
Prior to the receipt of assessment income, the Legislature provided a special
appropriation to enable the Receiver to meet expenses incident to the collection of
the assessment levied on the policyholders and to conduct the affairs of the Re-
ceivership until an income was forthcoming. During the current j'ear, $936.22 was
expended for rent, hght, telephone, postage, printing, office supplies, sheriff and
constable fees, etc., leaving a balance in this fund of $26,437.50 as of December
31, 1944.
Counsel for the Receiver prepared numerous cases for entry under the Small
Claims' procedure in District Courts throughout the Commonwealth. This pro-
cedure was resorted to only where no response was received from at least two de-
mands upon the policyholders for the collection of assessments levied. The result
of this activity is surprisingly successful.
I am certain the unfortunate claimants against the estate of this Company will
receive substantial payments on their claims.
Commonwealth Mutual Liability Insurance Company. — Henry P. Fielding,
Charles F. Lovejoy and William C. Giles, 720 Beacon Building, 6 Beacon Street,
Boston, were appointed temporary receivers on December 15, 1936, and these ap-
pointments were made permanent on December 26, 1936. Later William C. Giles
resigned. There was no income for this account during 1944 but $170 was paid out
for rent and for premiums on receivers' bonds, leaving a cash balance of $80.65.
Since numerous dividend checks had not been cashed by the recipients the actual
cash on deposit according to the bank statement was $750.35 on December 31, 1944.
An additional asset consisted of the office furniture and equipment.
Conveyancers Title Insurance and Mortgage Company. — Joseph J. Mulhern and
George Alpert, 18 Tremont Street, Boston, and John W. Corcoran, 27 State Street,
Boston, were appointed temporary receivers on November 24, 1936. They were
appointed permanent receivers on December 10, 1936, and continued as such until
September 30, 1939, at which time George Alpert was made the sole receiver. A
Sale Plan was approved by the Supreme Judicial Court under which the sale of the
receivership estate was effected as of August 31, 1942. The sale was made to the
Conveyancers Realty Company, Incorporated, in accordance with the Sale Plan
for the purpose of managing, seUing or otherwise disposing of the properties and
mortgages taken over from the receiver of the Convej''ancers Title Insurance and
Mortgage Company and managing the real estate of others. The plan provided for
the payment of creditors of the Conveyancers Title Insurance and Mortgage Com-
pany partly in cash and partly in debentures of the Conveyancers Realty Company
plus the beneficial interest in one share of Class A stock of the latter company for
each $500 face value of debentures with scrip for a tenth of a share of said stock for
each $50 of face value of debentures not covered by full shares.
A report was submitted to the Supreme Judicial Court by the receiver covering
the period from October 1, 1941, through April 30, 1944. An examination of the
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receiver's accounts in verification of this report showed that during this period,
wliich covered several months prior to the sale of properties to Conveyancers Realty
Company as well as more than a year and a half after the sale was effected, distribu-
tions of $255,252.19 on account of principal and 1282,587.14 on account of interest
were made to security holders prior to the sale of assets. From the proceeds of the
sale which amounted to $1,865,000, cash payments had been made to security hold-
ers under the plan amounting to $1,525,740.11. Except for a comparatively small
amount still undistributed to security holders, the balance of the proceeds of the
sale were allocated to the discharge of notes payable and to the receiver's reserve
fund for the payment of receiver's obligations and the fees and expenses of the re-
ceivership and those incurred in the consummation of the plan, as allowed by the
court. Expenditures from the reserve fund included among other items $27,900 for
receiver's fees and allowances and $80,704.48 for allowances to committees, ap-
praisers and others under the Sale Plan. Prior to the establishment of the reserve
fund but during the period covered by the receiver's report the receiver was paid
fees of $15,600 making a total of $43,500 during the entire period.
Cash assets remaining in the hands of the receiver on April 30, 1944 were as
follows
:
Parti-Mortgage Receipt Principal . . . . $113.17
Series Certificate principal ...... 1,009.02
Undistributed Plan Cash 21,627.24
Cash due Non-Assentors from sale of Debentures and
Stock and Interest thereon ..... 65,094.83
Reserve Fund 25,358.28
Total $113,202.54
Massachusetts Accident Company. — Charles F. J. Harrington, as he is Commis -
sioner of Insurance, was appointed permanent Receiver of this estate on August 30,
1939. Annually, since that time, reports on the progress of the Receivership have
been contained in the annual reports of the Commissioner of Insurance.
During the year 1944, considerable progress was made towards the termination
of legal proceedings and the consummation of the Receivership.
Subsequent to the decision rendered by the Supreme Judicial Court, reported
in 314 Mass. 558, dealing with various legal questions presented, it became neces-
sary for Counsel for the Receiver to recompute the active-life reserve in conformity
with the findings. This work consumed considerable time and involved many con-
ferences with the actuary employed by the Receiver, the actuary employed by the
Insurance Department for the Commonwealth of Massachusetts and the actuaries
employed by the Union Mutual Life Insurance Company, as well as other officials
in Massachusetts. The value of all the claims on file with the Receiver was re-
computed in accordance with the law as laid down by the Full Court and on the
third day of March 1944, there was filed the Amended Report of the Receiver and
Allowances of Claims, which recommended the allowance of all of the claims on
file with the Receiver in accordance with the decision of the Full Court and other
decrees of this Court. The analysis of the claims and the preparation of this Report
consumed a great deal of time and work on the part of Counsel for the Receiver.
Hearing on the Amended Report of the Receiver and Allowances of Claims was held
before Mr. Justice Qua on the twentieth day of April 1944, at which time the Court,
by decree, allowed the claims as set forth in said Report, except certain claims
enumerated in said decree for the reason that such claims might be affected by pend-
ing appeals.
Based on the Full Court's findings, it became the duty of Counsel for the Receiver
to draft interlocutory and final decrees after rescript. The drafting of the Final
Decree after Rescript consumed considerable time and work and involved many
conferences with various counsel, particularly counsel for the Union Mutual Life
Insurance Company, before the final form was agreed upon. Such Decrees after
Rescript were entered on the thirteenth day of June 1944.
As a result of the opinion of the Supreme Judicial Court hereinbefore referred to,
many questions of law not clearly decided by the Court were raised by some of the
claimants. As a result of the raising of these questions, Counsel for the Receiver
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deemed it expedient to file with the Court on the third day of March 1944, a Peti-
tion for Instructions, which Petition was amended on the twentieth of April. Hear-
ing on the Petition for Instructions was held before Mr. Justice Qua on the twentieth
day of April 1944. Counsel for the Receiver filed with the Court a comprehensive
Memorandum of Law in connection with the questions raised in the Petition for
Instructions, which required much research and work in its preparation. On the
twenty-ninth day of April 1944, the Court ruled on said Petition for Instructions,
upholding the position taken by Counsel for the Receiver. As a result of the_ de-
cision of the Court in connection with such Petition for Instructions the contentions
of Counsel for the Receiver were sustained and the estate, as a whole, thereby saved
in excess of $30,000. Certain claimants appealed from certain of the Court's rulings
and decree in connection with the Petition for Instructions. In connection with
these appeals, conferences were held between the Court, Counsel for the Receiver
and the Attorney for the claimants, in order to determine what properly shall con-
stitute the record on appeal. Following the conferences, a stipulation was prepared
by Counsel for the Receiver as to what shall constitute the record on appeal, which
petition was assented to by the attorney for the claimants and approved by the
Court. Subsequently, however, as a result of additional conferences at which
Counsel for the Receiver submitted to the attorneys for the appellants additional
authorities in support of the Receiver's position, the appeals were abandoned.
On the sixth day of April 1944, a petition of Coleman Silbert and Henry E. Foley
for Allowances for Services and for Disbursements was filed. On April 17, 1944,
Petition of Maurice M. Isen and Jonathan B. Rintels for Allowance for Services
was filed. On July 6, 1944, Petition of Ruback and Albach, Ilo Orleans and Meyer
E. Ruback for Allowance of Counsel Fees was filed. The allowances requested in
these petitions for counsel fees and disbursements totaled $15,837.70. Hearing on
these petitions for counsel fees and disbursements was held before Mr. Justice Qua
on July 6, 1944. Acting on instructions from the Receiver, the Counsel opposed the
allowance of these fees and filed with the Court a comprehensive Memorandum of
Law. The Court, in its Findings, Ruhngs and Order, entered on the thirty-first
day of July 1944 and confirmed by its Decree entered on the first day of August
1944, upheld the position of Counsel for the Receiver and dismissed all of the peti-
tions for counsel fees and disbursements. On the sixteenth day of August 1944, the
petitioners Coleman Silbert and Henry E. Foley appealed from the final decree
dismissing their petition. As a result of such appeal, a conference was held between
the Court, Mr. Silbert, Mr. Hoag representing Mr. Foley, Counsel for the Receiver
and many other conferences were held between the Counsel for the Receiver and
the petitioners for the purpose of determining what properly shall constitute the
record on appeal. The petitioners insisted that the transcript of the proceedings in
connection with the petition for counsel fees be included in the record. On Novem-
ber 22, 1944, hearing was held before Mr. Justice Qua in connection with the record
on appeal and the correction of the transcript, at which hearing there was submitted
to the Court a Ust of corrections of the transcript relating to said appeals.
During the year 1944, many interlocutory matters were disposed of by the
Counsel for the Receiver. Many policyholders having preferred claims filed peti-
tions to have their claims paid, pending determination of the amount of the
dividend payable to the general creditors. On the thirteenth day of June 1944, the
Counsel for the Receiver filed the Petition for Authority to Pay Preferred Claims,
which Petition was allowed by the Court. On the sixth day of July 1944, the
Counsel for the Receiver filed a Petition for Authority to Discharge Segregated
Funds, which Petition was allowed by the Court.
After the entry of final decrees in connection with the Receiver's Petition for
Instructions and in connection with the Petitions for Counsel Fees hereinbefore
referred to, despite the pendency of appeals in connection with such matters, the
Receiver was of the opinion that a dividend should be paid to pohcyholders and
other creditors holding general claims.
Accordingly, on the fourteenth day of September 1944, Counsel for the Receiver
filed a Petition for Leave to Pay Dividend to the general creditors and on the same
date the Court entered its decree allowing the same. The Petition for Leave to pay
Dividend set forth information in the nature of an accounting and required con-
siderable time and work in the preparation thereof. The Receiver prayed for leave
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to pay different amounts to different classes of creditors due to the pendency of the
appeals in connection with petition for counsel fees. On the fourteenth day of
September, the Court, by its decree, authorized the Receiver to pay an initial divi-
dend. Counsel for the Receiver has since paid the dividends authorized by the
Court.
The following Petition for Leave to Pay Dividend and the Decree on the Re-
ceiver's Petition for Leave to Pay Dividend are self-explanatory:
COMMONWEALTH OF MASSACHUSETTS
Suffolk, ss Supreme Judicial Court
In Equity
No. 63865
Commissioner of Insurance
vs
Massachusetts Accident Company
PETITION FOR LEAVE TO PAY DIVIDEND
Now comes Charles F. J. Harrington, Receiver of the Massachusetts Acci-
dent Company, and respectfully represents:
I. That all claims, proof of which have been filed with the Receiver in
accordance with Orders entered April 3 and April 23, 1940, and other
decrees of this Court, have been allowed or disallowed by decrees of this
Court, subject, however, to the exception noted in paragraph 2 hereof;
that said claims aggregate in amount $6,583,219.46, consisting of claims
entitled to priority in the amount of $54,906.94 and general claims, that
is, claims not entitled to a priority in the sum of $6,528,312.52. The said
claims may be classified as follows
:
Preferred General
1. Claim for taxes ..... $15,106.17
II. Claims of Non-Policyholder Creditors . 18,827.36
III. Claims of BisaUed Claimants
_
._
. 8,970.80 54,420.8S
IV. Claims of Disabled Claimants in which the
question of disability under the terms of
their respective policies, or the liability of
the Company under said policies is dis-
puted 24,443.31 *63,098.09
V. Claims for reinstatement under lapsed
policies ...... 6,386.66
VI. Claims on behalf of Non-Disabled Claim-
ants 222,244.38
VII. Claims filed by Receiver as assignee of as-
senting policyholders, including both Dis-
abled and Non-Disabled Claimants
(a) As assignee of Disabled Claimants . 2,333,777.00
(b) As assignee of Non-Disabled Claim-
ants 3,845,880.01
VIII. Miscellaneous Claims .... 64.80
Total $54,906.94 $6,528,312.52
* Includes three claims totaling $22,000 which may be affected by
pending appeals.
2. Included in the figure of $63,098.09 shown above as the amount of
general claims in Class IV are three claims totahng $22,000, which are
treated as general claims in accordance with the ruhng of the single justice
but which may be affected by pending appeals. Because of the pending
appeals these three claims have not as yet been either allowed or dis-
allowed by decrees of this Court.
3. The Amended Report of Receiver and Allowances of Claims sets
forth the following statement of assets as of February 23, 1940:
Part II
Assets
Cash in office and in banks . . . . .
Deposits (Cooperative and Federal Savings Banks)
Bonds (at Market Values) ....
Stocks (at Market Values) ....
Real Estate (at appraised value) .
Bills Receivable and Agents' Balances .
Furniture and Fixtures (at agreed sales price)
Value of Cancellable Business
$61,958.46
35,000.00
1,125,247.00
368,059.25
1,000.00
13,000.00
3,695.00
153,836.80
Kl,76i;796.51
4. All of the above assets, except the intangible assets of $153,836.80,
representing the value of the cancellable business, have been converted
into cash by the Receiver.
5. From the above total assets of $1,761,796.51, the Receiver has paid
in full all preferred claims totaling $54,906.94 and the Receiver's net dis-
bursements for expenses of receivership up to June 20, 1944, amounted
to $83,154.89. Thus the balance available for dividends on general claims
and the remaining expenses of administration of the estate is $1,623,734.68,
consisting of cash assets of $1,469,897.88 and the intangible asset of
$153,836.80.
6. The Receiver is of the opinion that at this time an initial dividend
should be paid on all general claims, proof of which have been filed with
him in accordance with Orders of April 3 and April 23, 1940, and other
decrees of this Court, which have been allowed by this Court. As against
assets of $1,623,734.68 available for general claims and further administra-
tive expenses, a dividend of 233^% would require the following payments:
To Disabled Non-Assenters $27,616.96
To Non-Disabled Non-Assenters 52,227.43
To Non-Policyholder Creditors 2,074.43
To Miscellaneous Creditors ..... 15.23
To the Receiver as Assignee for the Benefit of the Non-
Can Fund 1,452,219.40
$1,534,153.45
Included in the amount required for a 233^% dividend to disabled non-
assenting creditors are the three claims heretofore referred to totaling
$22,000, which may be affected by pending appeals.
7. In accordance with the terms of the Reinsurance and Management
Agreement with the Union Mutual Life Insurance Company dated Febru-
ary 23, 1940, which has been approved by this Court, the Receiver paid to
the Union Mutual for the benefit of the Non-Can Fund $1,087,615.27
upon consummation of the agreement and subsequently on June 6, 1944,
made a further payment of $175,000 or total payments for the benefit of
the Non-Can Fund of $1,262,615.27.
8. On June 20, 1944, the Receiver was in possession of cash amounting
to $207,282.61 accounted for as follows:
Assets as shown on above statement .... $1,761,796.51
Less value of cancellable business .... 153,836.80
Tangible assets converted to cash .... $1,607,959.71
Less payments of preferred claims . $54,906.94
Advances to Non-Can Fund . . 1,262,615.27
Net Administrative Expenses . . 83,154.89 1,400,677.10
Balance — cash held by Receiver June 20, 1944 . . . $207,282.61
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9. The Receiver is of the opinion that an initial dividend of 233/^%
should be paid to disabled non-assenting creditors, to non-policyholder
creditors, and to miscellaneous creditors. Such a dividend would require
the payment of $29,706.62, if the three claims as to which appeals are
pending are deemed to be general claims. If such claims are deemed to be
preferred claims, an additional sum of $16,830 will be required.
10. With respect to the non-disabled non-assenting creditors, there are
pending in these proceedings appeals from decrees dismissing petitions for
counsel fees filed on behalf of counsel for some of such creditors. In the
Findings, RuUngs and Order of the Court in connection with said peti-
tions the single justice finds, "If anything were to be allowed to these
petitioners it should be paid from the distributive shares of non-assenting
non-disabled holders of non-cancellable pohcies." If, in connection with
said appeals, the Full Court should find that said counsel performed serv-
ices valuable to the non-assenting non-disabled holders of non-cancellable
pohcies and should determine that such counsel fees should be paid from
the distributive shares allocable to said class of poUcyholders, the dividend
payable to such class would be less than the dividend payable to the other
general creditors.
The Receiver is therefore of the opinion that an initial dividend of 20%
be paid to the non-disabled non-assenting creditors. Such a dividend
would require the payment of $44,448.88.
11. After the payment of the initial dividend herein proposed, namely,
20% to non-disabled non-assenting creditors and 233^% to all other gen-
eral creditors on claims which have been allowed by the Court, (that is,
not including any dividend on $22,000 of claims not yet allowed or dis-
allowed), and after transferring to the Non-Can Fund the equivalent of
'
the dividend of 23^%) the balance remaining in the Receiver's hands for
final distribution to the general creditors and to the Non-Can Fund and
for future contingencies and administration expenses, would be $102,529.78.
If, however, a dividend of 233^% were paid to all general creditors and
the equivalent of a dividend of 233^% transferred to the Non-Can Fund,
the balance remaining in the Receiver's hands for final distribution to the
general creditors and to the Non-Can Fund, and for future contingencies
and administration expenses, would be $89,581.23.
WHEREFORE, the Receiver prays that he be authorized, empowered and
directed to pay to the disabled non-assenting creditors, the non-pohcyholder
creditors, and to miscellaneous creditors whose claims have been allowed by
the court, a dividend of 233^% of the amount in which the claims have been
allowed, and to pay to the non-disabled non-assenting creditors whose claims
have been allowed by the court, a dividend of 20% of the amount in which
the claims have been allowed ; that said dividend shall be paid by the Receiver
by bank check payable to the order of the creditor or in the case where there is
an assignee of the creditor then to the order of said assignee, except that where
the records of the court or of the Receiver indicate that the creditor or the
assignee of the creditor has an attorney, the bank check shall be made payable
to the order of both the creditor or the assignee of the creditor and such at-
torney; and for such other and further orders with respect to the time and
manner of payment and distribution of a dividend as the court may direct.
Chakles F. J. Harrington, Receiver
Massachusetts Accident Company
By his Attorney,
A. B. Casson
Part II
Commonwealth of Massachusetts
Suffolk, ss Supreme Judicial Court
In Equity
No. 63865
Commissioner of Insurance
vs
Massachusetts Accident Company
Decree on Receiver's Petition for Leave
to Pay Dividend
This cause came on to be heard upon the petition of Charles F. J. Har-
rington, Receiver of the Massachusetts Accident Company, for leave to
pay dividend, and thereupon, upon consideration thereof, it is
Ordered, Adjudged, and Decreed:
That the Receiver be and he hereby is authorized, empowered and di-
rected to pay to the disabled non-assenting creditors, the non-pohcyholde^
creditors, and to miscellaneous creditors whose claims have been allowed
by the court, a dividend of 233^^% of the amount in which the claims have
been allowed, and to pay to the non-disabled non-assenting creditors whose
claims have been allowed by the court, a dividend of 20% of the amount in
which the claims have been allowed ; that said dividend shall be paid by the
Receiver by bank check payable to the order of the creditor or in the case
where there is an assignee of the creditor then to the order of said assignee,
except that where the records of the court or of the Receiver indicate that
the creditor or the assignee of the creditor has an attorney, the bank check
shall be made payable to the order of both the creditor of the assignee of
the creditor and such attorne5^
By the court,
The annual statement of the Non-Can Fund as of December 31, 1944,
reported by the Union Mutual Life Insurance Company of Portland,
Maine, and audited by Senior Examiner Charles J. McCarthy of the
Massachusetts Insurance Department, follows:
ANNUAL STATEMENT OF NON-CAN FUND
DECEMBER 31, 1944
Report by Union Mutual Life Insurance Company
Portland, Maine
to
Commissioner op Insurance
State of Massachusetts
Ledger Balance— December 31, 1943 .
Income during 1944:
Net Premiums ....
Interest on Premium Notes
Interest Received from Union Mutual
Share of Profits on Cancellable Business
Payment from Receiver
Total Income in 1944
Total ....
Disbursements during 1944:
Payments Made to Policyholders
Out of Office Claims and Legal Expense
Collection Fees ....
Taxes ......
Expense Allowance to Union Mutual .
Total Disbursements in 1944
Ledger Balance— December 31, 1944 .
$186,731.63
- 448.11
44,077.77
61,868.05
175,000.00
171,756.40
4,470.39
6,973.26
4,502.44
28,009.74
$1,280,607.08
468,125.56
$1,748,732.64
215,712.23
$1,533,020.41
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Ledger Balance — December 31, 1944
Interest Due from Union Mutual ....
Estimated Amount Receivable from Receiver of Mass.
Accident Co. .......
Total Estimated Assets of Fund ....
Liahililieg:
Claim Reserve
Claim Expense
Unearned Premiums
Active Life Reserve .
Reserve for Taxes
Contingency Reserve (10% of Assets)
Surplus ......
Total Estimated Liabilities of Fund
* Per advice from Receiver.
.51,5.3.3,020.41
198.96
100,000.00
•11,266,468.00
15,831.00
63,195.85
118,480.00
3.350 00
163,321.94
2,-572.58
$1,633,219.37
$1,633,219.37
The financial transactions relating to the Receivership of the Massachusetts
Accident Company, during the year 1944, are set forth in the follov>'ing .statement
of the Receiver
:
Cash on hand December 31, 1943 .... $431,488.21
Income— Year 1944
:
Interest on Certificates of Deposit . . . 1,093.44
Cash available — Year 1944
Disbursements— Year 1944:
Salaries
Rent ....
Legal....
Telephone .
Office expense and postage
Social security
Unemployment security
Withholding tax
.
Stationery and supplies
Dividend on claims
Transfer to Non-Cancellable Fund
Cash on hand December 31, 1944
Analysis of Cash
Petty cash ....
New England Trust — Checking
Pilgrim Trust
Certificates of Deposits
The Reinsurance and Management Agreement between the Union Mutual Life
Insurance Company and the Receiver of the Massachusetts Accident Company is
set forth in the 1941 Annual Report of the Commissioner of Insurance for the Com-
monwealth of Massachusetts at page cvii of Part II.
Massachusetts Mutual Liability Insurance Company. — Henry F. Hurlburt, 53
State Street, Boston, was appointed receiver on December 27, 1929. He was dis-
charged as receiver in March, 1941, and all records were delivered to this Depart-
ment in accordance with Section 178, Chapter 175 of the General Laws. Subse-
quently the Commissioner of Insurance received from the Liquidation Bureau of
the State of New York $475 representing the liquidation settlement of a deposit
which had been made by the Massachusetts Mutual with the Consolidated Indem-
nity & Insurance Company of New York, to secure the execution of removal bonds.
The receivership was reopened and Charles F. J. Harrington, Commissioner of In-
surance, was appointed continuing receiver, and petitioned the Supreme Judicial
Court for permission to distribute this $475 as an additional dividend. On March
4, 1942, the court decreed that this distribution be made. Computations are being
made and the checks for the claimants are being made out.
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Trade Mutual Liability Insurance Company. — William H. Taylor, 179 Summer
Street, Boston, was appointed temporary receiver on March 4, 1930. This appoint-
ment was made permanent on March 11, 1930. On December 31, 1944, the re-
ceiver's records showed a cash balance of 1100.82 and outstanding checks of $729.87
making a total deposit in bank of $830.69.
Beneficiary Association of the Boston Fruit and Produce Exchange. —• Francis J.
DeCelles, then Commissioner of Insurance, was appointed receiver on November
12, 1935. As of March 30, 1939, the receiver's accounts showed a balance of
$1,994.36 on deposit in the Maiden Trust Company of Maiden, consisting of
$1,251.91 in the Savings Account, $545.44 in the Death Account and $197.01 in the
Expense Account. These accounts were consolidated into one account in April,
1939. Since then the accounts of the receiver have not been available for examina-
tion by this Department. The docket in the office of the Clerk of the Supreme
Judicial Court shows that in July of 1939 the receiver was ordered to pay certain
debts, to retain $300 as compensation upon allowance of his final account and to
distribute the remaining assets pro rata among all the members of the society in
good standing, share and share alike. A certificate from the Maiden Trust Com-
pany shows a balance of $322.29 to the credit of the receiver's account, the only
change in the account since September 15, 1929 being a service charge of $.50 by
the bank in 1943.
Portuguese Azorian Operative Beneficent Association, Inc. — Francis J. DeCelles,
then Commissioner of Insurance, was appointed receiver on March 23, 1937. On
April 27, 1939, the assets of the receivership consisted of a deposit in the National
Shawmut Bank of Boston amounting to $254.06 and cash in office, $65. Since that
time the accounts of the receiver have not been available for examination by this
Department. There have been no entries on the court docket since March 15, 1939.
A statement from the National Shawmut Bank as of December 31, 1944, showed a
balance on deposit to the receiver's account of $214.06, as it has been since July 10,
1941.
Royal Michaelense Autonomic Beneficent Association, Inc. — Francis J. DeCelles,
then Commissioner of Insurance, was appointed receiver on January 12, 1937. On
April 27, 1939, the assets of the receivership consisted of a deposit in the National
Shawmut Bank of Boston amounting to $1,749.93. Since that time the accounts of
the receiver have not been available for examination by this Department. There
have been no entries on the court docket since March 15, 1939. A statement from
the National Shawmut Bank as of December 31, 1944 showed the balance in the
receiver's account to be $253.23, as it has been since July 10, 1941.
The Society of Saint Antonio— Francisco G. Moitozo, 26 Marble Street, Taunton,
Massachusetts, was appointed receiver on August 24, 1932. In October, 1934, the
assets were distributed by the receiver's attorney in accordance with a degree of
the Supreme Judicial Court. One payee could not be located and his check for
$21.39 was returned. In accordance with a decree issued May 19, 1943 by the
Supreme Judicial Court the balance of $21.39 was turned over to the Treasurer and
Receiver General of the Commonwealth on October 30, 1944 and the receiver was
discharged.
Supreme Colony, United Order of Pilgrim Fathers. — Henry M. Hutchings, who
was appointed receiver on September 15, 1917, died on January 8, 1937. Edward J.
Flavin, 73 Tremont Street, Boston, was appointed receiver on October 25, 1938.
There were disbursements of $20 in 1944 for two premiums on the receiver's bond.
Assets on December 31, 1944 consisted of $946.07 on deposit with the State Street
Trust Company of Boston.
Conclusion
This has been a most difficult year for the employees of the Massachusetts
Insurance Department. Shortages of material, personnel and equipment have
taxed the initiative and ingenuity of our staff to the utmost. We have done first
things first. I am happy to report a record of satisfactory service in the interest of
the people of our Commonwealth.
Respectfully submitted,
Charles F. J. Harrington,
Commissioner of Insurance
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APPENDIX I
HOUSE, NO. 1695
The Commonwealth of Massachusetts
REPORT OF THE SPECIAL COMMISSION ON
FRATERNAL BENEFIT SOCIETIES
(Insurance)
December, 1944.
To the General Court of Massachusetts.
We have the honor to transmit the following report relative to Fraternal Benefit
Societies in accordance with the provisions of the Resolves of 1943, chapter 44,
which reads as follows : —
Resolve providing for a Study by a Special Commission relative to the
Laws of the Commonwealth relating to Fraternal Benefit Societies.
Whereas, Many difficulties have arisen with reference to fraternal benefit
societies because of recent court decisions concerning practices followed by
such organizations under existing laws for many years ; and
Whereas, It has proved impossible to solve the problems relating to such
societies in the limited time available because of their complicated nature and
far reaching effect; and
Whereas, It is desirable to maintain the status quo until such time as a
thorough study has been made with a view to promulgating remedial and pro-
tective legislation; therefore be it
Resolved, That a special unpaid commission, to consist of one member of the
senate to be designated by the president thereof, three members of the house
of representatives to be designated by the speaker thereof, the commissioner of
insurance or a member of his department designated by him, and two persons
to be appointed by the governor, with the advice and consent of the council, is
hereby estabhshed for the purpose of making a study of the laws of the com-
monwealth relative to fraternal benefit societies, with a view to making such
changes in said laws and additions thereto as may be necessary for the best
interests of the public. In making its study hereunder, said commission shall
consider the subject matter of current house documents numbered sixty-six,
sixty-eight, two hundred and twenty, two hundred and twenty-one, eight hun-
dred and eight, eight hundred and sixteen and eight hundred and seventeen.
Said commission may expend for clerical and other services and expenses such
sums, not exceeding, in the aggregate, two thousand dollars, as may hereafter
be appropriated therefor. Said commission shall report to the general court
the results of its study, and its recommendations, if any, together with drafts of
legislation necessary to carry said recommendations into effect, by filing the
same with the clerk of the house of representatives on or before the first Wednes-
day of November in the year nineteen hundred and forty-four.
As stated in the resolve the Commission was established "for the purpose of mak-
ing a study of the laws of the commonwealth relative to fraternal benefit societies?
with a view to making such changes in said laws and additions thereto as may be
necessary for the best interests of the public."
In making its study the Commission was directed to "consider the subject matter
of current house documents numbered sixty-six, sixty-eight, two hundred and
twenty, two hundred and twenty-one, eight hundred and eight, eight hundred and
sixteen, and eight hundred and seventeen," which are hereto appended.
The Commission consisted of Senator Richard I. Furbush of Waltham, Repre-
sentatives Norman F. Wellen of Marlborough, Wilham R. Barry of Springfield,
Charles J. Skladzien of Webster, Commissioner of Insurance Honorable Charles
F. J. Harrington, and Messrs. John S. Whittemore of Newton and J. Henry Goguen
of Leominster.
The Commission organized on February 14, 1944, with Senator Richard I. Fur-
bush as chairman. Representative Norman F. Wellen as vice chairman and Joseph
Saklad, Esquire, as secretary.
The Secretary communicated with newspapers, including all foreign language
newspapers in Massachusetts, magazines, fraternal benefit societies doing business
Paet II xxix
in Massachusetts, the National Fraternal Congress of America, the New England
Fraternal Congress, and all other persons and organizations that expressed interest
in matters pertaining to Fraternal Benefit Societies, informing them as to the or-
ganization and study of the Commission and inviting them to make suggestions and
recommendations either at pubhc hearings held by the Commission or by presenta-
tion of written memoranda or briefs.
Many pubhc hearings were held at the State House in Boston and at City Hall
in Springfield, and numerous meetings in executive session were held at the State
House.
The public hearings were unusually well attended and many individuals and or-
ganizations presented viewpoints which were helpful to the Commission, and many
briefs were submitted.
Inasmuch as the Commission was estabhshed for the purpose of studying all laws
relating to fraternal benefit societies, the scope of its activities was not Hmited
merely to consideration of the subjects discussed at the hearings.
I.
Mortuary and Disability Funds
Consideration of House Bills Nos. 808 and 817
There was much discussion at the pubhc hearings concerning the advisability of
changing section 14 of chapter 176 of the General Laws, which concerns the mortu-
ary fund, and which is as follows
:
Proportion of Payments which may be Used for Expenses
Every provision of the by-laws of the society for payment by members of
such society, in whatever form made, shall distinctly state the purposes of the
same and the proportion thereof which may be used for expenses, and no part
of the money collected for mortuary or disability purposes or the net accretions
of either or any of said funds shall be used for expenses.
In the recent decision in the case of Attorney-general v. New England Order of
Protection, reported in 312 Massachusetts Reports, page 106, the Supreme Judicial
Court of Massachusetts interpreted this section to require the maintenance of the
mortuary and disability funds only for the purpose of payment of death or disabiUty
benefits, and enjoined the payment of expenses from this fund. As a result of this
decision House Bills Nos. 808 and 817 were introduced in an effort to permit by
legislation that which was unauthorized by statute and forbidden by the court.
The Commission has dehberated at great length on section 14. Many factors
entered into our consideration and due weight was given the briefs submitted as
well as the oral arguments presented at the hearings. It is our considered and
unanimous opinion that there is no reason to change section 14. The law now pre-
sents an adequate safeguard against the use of mortuary and disabihty funds for
any purpose other than the payment of death and disabihty benefits. It is conceded
that this law is rigid, but that very contention is the best argument in favor of keep-
ing it so.
The sacred duty of preserving funds entrusted to the care of a society so that
they might be had in the tragic event of death or disabihty is so important that we
must be very careful not to admit of the possibihty that any contemplated flexibility
of the law might be born of optimism rather than sound logic. Therefore we feel
that the only standard must be what is to the best interests of the members. We
are constrained to observe that those in favor of any changes in this section were
the executives of fraternal benefit societies, while those who desired no change were
the rank and file of their membership.
In its opinion in the case of Attorney-General v. New England Order of Protection,
312 Massachusetts Reports, 106 at page 109, the Supreme Judicial Court of Massa-
chusetts said:
The primary purpose of the legislation included in chapter 176 is to safe-
guard these funds and thus to protect the beneficiaries for whose necessities the
members have sought to provide. The law is little interested in the social
and fraternal aspects of these societies or in other activities carried on by them.
We members of this Commission are likewise less interested in the activities of
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the fraternals than in maintaining sufficient safeguards in order to afford the fullest
measure of protection to those for whom the members seek to provide.
Fraternal benefit societies by the very nature of their objectives carry on other
activities in addition to their insurance. Nevertheless, they should not be permitted
so to conduct their affairs that the expenses of their other activities might encroach
financially on the mortuary and disability funds.
We fully appreciate that our stand can be construed as overly conservative in
that we do not wish to permit the free use of funds over a stated amount presumed
to be sufficient to pay all mortuary and disability claims. But we are aware also
that these funds are invested in various types of securities. It is a truism that in-
vestments are subject to the vagaries of human judgment. Many bonds were con-
sidered gilt-edge a few short years ago, but are now greatly depreciated in value.
We cannot by mathematical formula determine permanently the true value of a
mortuary or disability fund. It is today very evident that many funds which have
been invested and which are assumed by actuarial tables to yield accretions of more
than 4 per cent, in fact earn much less, so that the stated assets are factually over-
appraised. We are unwilUng to risk an establishment of value that cannot with-
stand potential deflation in the event of an economic depression or other catastrophe.
Many arguments have been advanced in favor of permitting use of the surplus of
the mortuary and disabiUty funds for various expenses. We dismiss these argu-
ments with the observation that the general membership must be fully protected.
The argument that by permitting such use our laws would conform with those of
most other States is of little value. Massachusetts has been outstanding for many
years in its zealous safeguarding of the investments of its residents who have ac-
quired protection under its statutes relating to fraternal benefit societies. We see
no valid reason why this State should be removed from the high standard of which
it is rightfully proud in order to be on a lower level with other States which appear
to be less concerned for the protection of their residents.
The argument that the society is unable to maintain certain necessary functions
to protect and preserve the fund, and to retain proper investment counsel because
of the Umitation on expenses, is best refuted by section 14 itself, wherein the only
requirement is that the by-laws state the proportion of payment which may be used
for expenses. The officers of the various societies are in no way precluded from mak-
ing assessments for expenses commensurate with the needs of the society. The
various societies have always been authorized by our laws and the constitution and
by-laws of the societies to call extra assessments for expenses at any time. The fact
is, with direct assessments for expenses there is less opportunity for deception of the
membership than if expenses were allowed to be extracted from the accretions to
the mortuary or disability funds.
In conclusion, we are of the unanimous opinion that our present laws are adequate
with regard to the m.ortuary and disability funds.
II.
MoBTUAKY Waivers and Expense Assessments
Consideration of House Bills Nos. 66 and 816
By direction of the resolve this commission considered the subject matter of
House Bills Nos. 66 and 816. These documents concern themselves with section 17
of chapter 176, which is as follows:
Waiving of Mortuary Contributions from Members
Distribution of Surplus. — Whenever it appears by a valuation certified to
by a competent actuary that the actual assets of a society exceed its liabilities,
including in liabilities the tabular reserves computed on the basis specified in
the preceding section, by an amount equal to five per cent of said reserves, in-
creased by an amount equal to all its other mortuary liabilities, it may, by vote
of its officers having the powers of directors, and for such period as its assets
are maintained as aforesaid, waive the further collection of the regular mortu-
ary contributions from its members. A society maintaining a surplus of assets
in excess of such amount as enables it to waive contributions as aforesaid may
Part II xxxi
pay back to its several members an equitable portion of such surplus in such
manner as may be determined by vote of said officers.
This section was made part of our laws relating to fraternal benefit societies in
order that the individual members might profit from the good fortune of the society
in increasing its assets to a point of solvency beyond which it would be unnecessary
to climb to effect the financial purposes of the funds concerned on sound economic
principles of safety.
The philosophy of fraternals is that each individual member shares in the good
fortune of the Order just as he might be called upon to assist in alleviating distress
among his brethren. If he is asked to meet assessments that are called when neces-
sary, then certainly he should expect to receive the return of a portion of these
assessments that were not required because more funds than sufficient to meet the
needs of the society had been received.
Before section 17 was made a part of the laws relating to fraternal benefit societies,
there was a provision limiting the funds in the hands of the society to an amount
equal to three assessments. The significance of this limitation is merely historical,
in that it was felt necessary to prevent non-taxed associations from accumulating
too much wealth. When this fear was dissipated and it was deemed advisable to
allow fraternals to build up their assets, it then became necessary to enact legisla-
tion whereby a portion of the surplus of these assets could be reduced either by not
requiring additional income, or by returning some of the surplus to the members
as dividends.
Section 17 was the embodiment of these evolutions of thought. It was intended
to build up adequate reserves in the various funds of the fraternals, and yet com-
pensate against the possibility of continuous assessments being far too great for the
possible needs of these funds.
The simple system of stopping collection of assessments and of returning surplus
assets to the members whenever it was so voted proved a healthy factor in the
economic structure of the fraternals. And we are of the opinion that it is an ideal
system in ordinary business circumstances. We are, however, compelled to take
into consideration many conditions involving financial practices since the first en-
actment of this legislation in 1911. It has become increasingly apparent through
the years that many fraternals have placed greater emphasis on commercial con-
siderations than on the high benevolent and altruistic principles which impelled
their founders to organize the societies.
This Commission seeks to safeguard the interests of the individual members of
the fraternal benefit societies. We desire to eliminate the frequently recurrent prac-
tice of waiving mortuary fund contributions with the motive of obtaining the same
amount of money for expense purposes. We know that no society or no business
enterprise can transact business without the financial means whereby it can fulfill
its ordinary obligations. We agree fully with this principle to the extent that we
believe assessments for expense purposes should be made whenever and in what-
ever amounts might be necessary. As long as the individual member is specifically
informed that he is being called upon to pay an assessment for the expense fund and
for no other purpose, then we think his further actions are his own. But we do not
believe such information to be sufficiently specific when it is received along with the
notice of waiver of contribution, and results in an ambiguity. This Commission is
of the opinion that the most effective method of excluding the possibility of such
ambiguity is by disassociating any expense assessment from a waiver of mortuary
contribution.
In order to give effect to our opinion we respectfully recommend legislation
whereby on or after January 1, 1948, no special expense assessment shall be called
for three months before and three months after a waiver of contribution. We sug-
gest deferring the effective date in order to give full opportunity to the various so-
cieties to meet in convention and amend their by-laws accordingly. We have set
forth in Appendix H a draft of legislation necessary to carry our recommendations
into effect.
The appended recommended draft contains three other amendments. One of
these will become necessary if the restrictions on expense assessments are enacted
into law and are merely to resolve any possible inconsistency in section 40. We re-
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spectfully recommend that reference be made in section 40 to the restriction pro-
posed in section 17.
A further amendment to section 17 concerns our serious endeavor to preserve the
assets of the mortuary and disability funds beyond peradventure. In our discussion
of House Bills Nos. 808 and 817 we gave expression to our opinion as to the desir-
ability of maintaining adequate reserves. We reiterate only to emphasize that we
feel the vagaries of human judgment might not always be kept within a 5 per cent
margin of error. We want to make certain that no society will weaken its financial
structure and endanger the solvency of its funds by cutting down its surplus to a
minimum that includes assets which ultimately become depreciated in value.
Section 17 requires a valuation certified to by a competent actuary. But it does
not indicate a standard of competence, nor is the actuary selected by or under the
control of the Commissioner of Insurance. Rather than to deal inconclusively with
human problems, we deem it far more expedient to consider a fixed figure that will
not itself change, even though its value might rise and fall with the times.
We have observed far too many cycles of prosperity and depression since the en-
actment of this section in 1911 to feel that a margin of 5 per cent is sufficient to safe-
guard the solvency of the mortuary funds. We remember only too well about ten
years ago when bonds, real estate and other securities were worth less than half
their prior values. Surely this should give pause to those who desire to hew close
to the line. We feel that as a sacred duty to those silent and obscure individuals who
place their trust in the protection of our laws we should increase the minimum of
assets beyond which a society may waive contributions or distribute a surplus from
5 per cent to 10 per cent. We recommend legislation to that effect as set forth in
Appendix H.
We propose to amend that part of section 17 that refers to valuation by a compe-
tent actuary. We have stated that any proposed amendment by which we might
attempt to establish a standard of competence higher than heretofore would, never-
theless, be inconclusive. Although we beheve this to be so, we would be remiss if we
did not set forth the result of our study in this particular.
At the present time an actuary is not required to be licensed, or to be a member
of an actuarial society, or to possess proved qualifications in order to practice this
highly technical and skilled profession. The word "competent" is therefore pre-
catory rather than actual as a standard of abihty.
We are aware that mere admission to a professional group or society cannot by
itself confer a degree of competence greater than any individual had before. It is,
however, an indication of such individual's fitness.
It is the duty and responsibility of the Commissioner of Insurance to evaluate
the financial condition of a society from information furnished to him. Since we
expect unfaiUng decisions by him, we ought to provide him with the means to se-
cure accurate information.
This Commission, therefore, recommends that before distribution of surplus a
society submit a proper valuation satisfactory to the Commissioner of Insurance
and certified to by a recognized actuary as set forth in Appendix H.
III.
Vouchers for Disbursements
Consideration of House Bill No. 68
This Commission has given careful consideration to House Bill No. 68. We are
in accord with the purpose of such legislation. It is an advance in that it establishes
proper control of the disbursements of the societies by sound bookkeeping methods.
Any conscientious officer of a society charged with the duty and responsibihty of
handling funds not his own should most certainly desire this legislation. Its enact-
ment would refieve him of the burden of accounting for expenditures for which he
had no records.
The sound business principles sought by this bill have been recognized in this
Commonwealth for over thirty-five years in the case of insurance companies. All
efi&ciently conducted business enterprises require some such control of disburse-
ments as is here contemplated.
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We appreciate that fraternal benefit societies, by the very nature of their pur-
poses, make some occasional disbursements for which they could not or would not
obtain vouchers. The proposed law permits these exceptional circumstances to be
governed by the mere requirement of setting forth the pertinent facts in an affidavit.
In order that the fraternal benefit societies might not find this proposed legisla-
tion burdensome in petty cash expenditures, we recommepd that only disburse-
ments of $15 or more come under the requirements of this legislation.
We wish to point out that this proposed law accomplishes another step in our
purpose to protect the individual members of the fraternal benefit societies in every
way we can within reason.
The Commission earnestly recommends the enactment into law of the proposal to
require vouchers for disbursements. We have set forth in Appendix I a draft of
legislation necessary to carry our recommendations into effect.
IV.
Hospitalization and Medical Service Insurance
Consideration of House Bills Nos. 220 and 221
It is the opinion of this Commission that fraternal benefit societies should be per-
mitted to provide for insurance and benefits for hospitaUzation and medical services,
provided appropriate safeguards under the supervision of the Division of Insurance
are set up and maintained. These types of insurance and benefits have met with
widespread public favor in the past few years, and several of the fraternal benefit
societies wish authorization to provide such insurance and benefits for their mem-
bers.
There are some fraternals which have neither the financial strength nor the facil-
ities at this time to enlarge their scopes of activity and will therefore decide to post-
pone provision for these added types of insurance and benefits. Their decisions will
be the results of wisdom and good management. Some fraternals, however, might
desire to enter into these new fields without affording themselves the benefits of
sound advice and mature deliberation. We earnestly desire that no fraternal will
subsequently realize that its optimism far exceeded its actual potentialities.
We deem it important that sufficient supervision and regulation be provided so
that the financial integrity of the fraternals will not be impaired.
We consider it of utmost importance that these categories of insurance and bene-
fits be provided for in a fund distinctly separate and apart from other funds of the
fraternals. No benefits of any kind should be paid until there is in said fund an
amount equal to that received from three months' assessments. This amount should
also be the minimum of surplus, below which additional contributions from mem-
bers shall be required. There should be reserves for unearned premiums and un-
paid claims which will be included in the habilities of the fund. No benefits should
be paid on any claim for a period exceeding one year. All rates and benefits should
be submitted to the Commissioner of Insurance and be subject to his approval be-
fore becoming effective.
Inasmuch as certain societies operate outside of many provisions of the laws per-
taining to insurance and benefit funds, it would serve no useful purpose to have
this contemplated legislation affect them. These societies exist under authority of
section 46 of chapter 176 of the General Laws. No provision should be made to
include them in this legislation.
There are various sections of chapter 176 of the General Laws which will require
revision by amending them to include reference to the new hospitalization and
medical service funds proposed by this legislation. These amendments will then
make the sections affected applicable to hospitalization and medical service in-
surance.
The Commission respectfully recommends the enactment of legislation whereby
fraternal benefit societies will be permitted to provide for hospitalization and med-
ical service insurance. We have set forth in Appendix J a draft of legislation neces-
sa ry to carry our recommendations into effect.
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V.
Medical Examination of Children
The Commission has serious doubt as to the usefulness of the provision in sec-
tion 24 concerning medical examination or inspection of children. The practical
interpretation of the words "medical examination or inspection" by the various
societies reveals marked circumvention of the intent of the law in this regard.
While in isolated instances a society might require a child to undergo a thorough
and rigid physical examination, nevertheless, many societies deem it sufficient if the
doctor makes only a cursory inspection of a group of children at one time. In the
latter case concordance with legal requirements serves no useful purpose. The prac-
tical effect is the compounding of a doctor's charge, however small, and the diversion
of a part of the society's funds which could be used to better advantage by the
society.
The alternative, obviously, is to strengthen the law whereby all societies would be
required to establish high medical standards for children, ascertainable only by
specific and individual medical examinations. This Commission is of the opinion
that such alternative is unnecessary. The mortality rate of children has so greatly
decreased that it has become a negligible factor in the percentile charts of risks. It
is only remotely probable that an average well-appearing child will die at an early
This Commission recommends that the provision requiring medical examination
or inspection of children be expunged from the law. We have set forth in Appendix
K a draft of legislation necessary to carry our recommendations into effect.
VI.
Conclusion
The members of this Commission have earnestly and conscientiously made an
effort to study the laws of the Commonwealth relative to fraternal benefit societies.
The Commission has achieved splendid administrative results. Its work, however,
has been restricted only by reason of the limitations of time and expense. We have
examined into the complex problems of fraternal benefit societies and we have at-
tained the preUminary objectives of exploration. Our further progress will be cer-
tain and efficient, and gives promise of successful fruition if only we are afforded
additional opportunity for exhaustive study and investigation.
Many national conferences on the full scope of laws relating to fraternal benefit
societies have taken place in recent years in an effort to establish a uniform code of
laws. The National Association of Insurance Commissioners, after many years of
painstaking research, is still working on proposals for a contemplated uniform code;
so also is the National Fraternal Congress.
The Commission has no desire to adorn itself with a cloak of omniscience. We
are humbly aware of the fallibility of mankind. But at the same time, we submit
that our experience and knowledge gained during many months of investigation
and study qualify us to complement the work of the national organizations men-
tioned with valuable and helpful criticism.
The National Fraternal Congress, broadly speaking, represents the executive
viewpoint, while the National Association of Insurance Commissioners represents
the regulatory viewpoint. This Commission was created to represent the best
interests of the public. We desire to be in harmony, and with that as a keynote
each body can contribute suggestions that will then undergo the scrutiny of three
distinctive points of view. The prospective results of such searching inquiry wiU
most assuredly prove worthy of consideration.
The Commission contemplates that its field of study will go much beyond its
present activity. There is need for a thorough study of the adequacy of mortality
tables. It is fundamental that no real, progressive, intelligent and effective legis-
lation can result without a true mortality table. Further study must be made on
the problems of adequate reserves and actuarial solvency.
Another field that this Commission could not go into because of time and expense
is the question whether provision should be made whereby the Commissioner of
Part II xxxv
Insurance would be empowered to take over and liquidate insolvent insurance and
benefit departments of fraternals.
There are too many ramifications of these problems that cannot possibly be
studied unless sufficient personnel and facilities are placed at the disposal of the
Commission. The expense involved in the employment of actuaries, attorneys,
accountants and secretaries requires a large appropriation.
On June 5, 1944, the- Supreme Court of the United States delivered its opinion
in the case of the United States of America, Appellant v. South-Eastern Under-
writers Association, et aL, Appellees, wherein it decided that the business of insur-
ance is commerce and is subject to regulation as interstate commerce when con-
ducted across state lines. This momentous decision has multifarious implications
and will undoubtedly cause "far-reaching dislocations. "^
Hitherto the insurance business was, by numerous decisions of the Supreme Court
of the United States, considered subject only to state regulation. "Each state thus
was left free to exclude foreign insurance companies altogether, or to admit them to
do business on such conditions as it saw fit to impose. The whole structure of
insurance regulation and taxation as it exists today has been built upon this assump-
tion."2 Under its power "to regulate commerce . . . among the several states"^
as stated in Article I, Section 8, of the Constitution, the United States is now, by
this decision, exclusively entitled to regulate the insurance business, and no state
may exclude, burden or obstruct {Furst v. Brewster, 282 U. S. 493 and cases cited)
or impose a license tax merely for the privilege of carrying on business within the
State. {Alpha Portland Cement Co. v. Massachusetts, 268 U. S. 203; Helson v.
Kentucky, 279 U. S. 245.)
The potentialities of this decision require serious consideration and should engage
immediate deliberation of our Commission.
We therefore earnestly and respectfully recommend a continuation of this Com-
mission for a further period of two j'^ears with an appropriation sufficient for the
administrative functions that its work properly requires. We have set forth in
Appendix L a draft of legislation necessarj;' to carry our recommendations into
effect.
Richard I. Furbush,
Chairman.
Norman F. Wellen,
Vice Chairman.
William R. Barry,
Charles J. Skladzien,
Charles F. J. Harrington,
Commissioner of Insurance.
John S. Whittemore.
Joseph Saklad,
Secretary.
MINORITY REPORT
I cannot readily concur in every respect with the majority members of the
Commission. I am in complete agreement with them regarding the subject matter
of Parts III, IV, V and VI of their report. However, as to Part I, "Mortuary and
Disability Funds," and Part II, "Mortuary Waivers and Expense Assessments,"
of the report, I dissent, but only to the extent that I believe no action should be
taken thereon at this time by the Commission, and that these two important topics
should be likewise referred for further study to the special unpaid commission
unanimously recommended in Part VI of the same report.
During the past seventy-five years, the Fraternal Benefit Societies have not
only given mutual benefits and insurance protection to their members, but have
made substantial contributions to the social and economic development of our
American democracy. They continue to play an important role in our nation and
1 Dissenting opinon of Mr. Justice Frankfurter
2 Dissenting opinion of Mr. Justice Jackson, citing many cases.
3 Constitution of the United States. Article I, Section 8: "The Congress shall have power ... (3) To
regulate commerce with foreign nations, and among the several states, and with the Indian tribes."
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to promote family life in the various home communities of their subordinate lodges.
Furthermore, the patriotic support given by these fraternals to the present war
effort has at all times materially contributed to the upUfting of the morale of our
people on the home front.
These Benefit Societies are now part of our American way of Hfe, and no effort
should be spared to write upon the statute books of the Commonwealth of Massa-
chusetts laws which will enable them to broaden the scope of their benevolent
activities while still retaining their distinctive character of "non-profit mutual
benefit societies."
It will be conceded by all that, with few exceptions and after painstaking efforts
over a period of many years, the fraternals of today are well administered and
operate their insurance and benefit departments on a sound actuarial basis. Fol-
lowing the footsteps of their predecessors, the leading fraternalists of the present
generation are constantly striving to strengthen the economic structure of their
respective organizations. They appreciate that, with changing conditions of hfe,
it becomes necessary to either enact new laws or modify existing statutes. Accord-
ingly, they aim to "streamline" their organizations for better service to the members
and for adaptation to any progressive changes in our present-day civilization.
In this connection it should be noted that, especially during the past ten years,
these same fraternals, grouped as the "National Fraternal Congress of America,"
have made special studies and surveys in an effort to give to their members a better
administration of funds and more adequate benefits measured by a yardstick based
on scientific and mathematical precisions and findings. In this important task, the
National Association of Insurance Commissioners of America, in a spirit of under-
standing and full co-operation, has furnished valuable assistance to the executives
of Benefit Societies.
Realizing the urgent need of some revision of existing laws, an adequate Mor-
tality Table, and uniform insurance laws for all the fraternals of the United States,
the National Association of Insurance Commissioners of America appointed in
November, 1943, a special committee to sit jointly with representatives of the
National Fraternal Congress of America, and to prepare for study a draft of a
code of laws related to and controlling the activities of all Fraternal Benefit Socie-
ties. This joint committee held many conferences, consulted many well-known
actuaries, interviewed informed fraternalists, and carefully examined the insurance
laws of many States. As a result, a draft of a Uniform Fraternal Code was report
to the National Association of Insurance Commissioners at its meeting recently
held in New York City, with the recommendation that a copy of this code be sent
to all state insurance departments and leading fraternals of the country, with in-
structions to submit criticisms, comments or suggestions in time for the next meet-
ing of the Association, to be held in June, 1945.
Considering that other important problems will, at this June, 1945, meeting,
confront the National Association of Insurance Commissioners of America, it is
highly improbable that any decisive action will be taken at th>t time on the Uni-
form Fraternal Code. It can surely be expected, however, that during the next few
months many changes to the present draft of the code will be recommended by
interested parties to the Association, and that at its June meeting further opinions,
arguments and data will be presented in favor or in opposition to the proAdsions of
the code.
Under the circumstances, it is my contention that if further study is to be made
by an unpaid commission of the entire field of fraternalism, the provisions of this
proposed Uniform Fraternal Code and the revisions or changes thereto, to be sub-
mitted during the coming months, should be included in the list of items to be con-
sidered by the new commission. Accordingly, and in \dew of the fact that the
proposed Uniform Fraternal Code has provisions regarding "Mortuary Fund
Assessments" and "Expense Assessments," and in view of the incompleted study
of this same code by the insurance commissioners of the United States, it is there-
fore submitted that without entering upon their merits or demerits, the different
proposals relating to these assessments be given further study by a new commis-
sion, and that no action or legislation concerning these assessments be recommended
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at this time by this Commission to the General Court of the Commonwealth of
Massachusetts.
J. Henry Goguen
Boston, December 30, 1944
BILLS UNDER CONSIDERATION
Appendix A
HOUSE, No. 66
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Three
An Act relative to the powers and duties of certain fraternal benefit
societies
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
Section seventeen of General Laws, chapter one hundred and seventy-six, as
appearing in the Tercentenary Edition, is hereby amended by adding at the end
of such section the following sentence: — No regular mortuary contribution shall
be waived nor shall a distribution of surplus be made unless the valuation has been
verified and such waiver and distribution has been approved in advance by the
commissioner.
Appendix B
HOUSE, No. 68
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Three
An Act relative to vouchers for disbursements by fraternal benefit
societies
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
General Laws, chapter one hundred and seventy-six, as appearing in the Ter-
centenary Edition, is hereby amended by inserting after section thirty-eight thereof
the following new section, which shall read as follows:—
Section 38A. No fraternal benefit society shall make any disbursements except
on account of the return of dues paid in advance unless the same be evidenced by a
voucher signed by or on behalf of the person receiving the money and correctly
describing the consideration for the payment; or if such a voucher cannot be ob-
tained, by an affidavit stating the reason for not obtaining such voucher, and setting
forth the particulars above mentioned.
Appendix C
HOUSE, No. 220
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Three
An Act to extend the authority of the eastern commercial travelers
health association
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
The Eastern Commercial Travelers Health Association, a fraternal benefit
society organized and existing under General Laws, is authorized to set up and to
provide under its by-laws a plan for the payment of hospital and medical expenses
and for the services of surgeons, physicians and nurses, or for any one of these
services or expenses, in connection with sickness or disease or the results therefrom.
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Appendix D
HOUSE, No. 221
The Commonwealth op Massachusetts
In the Year One Thousand Nine Hundred and Forty-Three
An Act to extend the authoeity of the eastern commercial travelers
accident association.
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
The Eastern Commercial Travelers Accident Association, a fraternal benefit
society organized and existing under General Laws, is authorized to set up and to
provide under its by-laws a plan for the payment of hospital and medical expenses
and for the services of surgeons, physicians, and nurses, or for any one of these
services or expenses in connection with accidents or the results therefrom.
Appendix E
HOUSE, No. 808
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Three
An Act authorizing qualified fraternal benefit societies to use a portion
of the accretions to their mortuary funds for expenses necessarily
and actually incurred in the maintenance, preservation and care of
said mortuary funds.
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
Section fourteen of General Laws, chapter one hundred and seventy-six, as
appearing in the Tercentenary Edition, is hereby amended by striking out the
period after the word "expenses" in the sixth line and adding thereto the following:
— provided that whenever such society qualifies as provided in section seventeen,
the expenses incurred in the investment, care and maintenance of any mortuary
or disability funds, in an amount not to exceed one fourth of one per cent of the
mean ledger assets of the society may be paid from the gross accretions to such
funds, •— so that section fourteen, as amended by this act, shall read as follows: —
Section I4. Every provision of the by-laws of the society for payment by members
of such society, in whatever form made, shall distinctly state the purposes of the
same and the proportion thereof which may be used for expenses, and no part of
the money collected for mortuary or disability purposes or the net accretions of
either or any of said funds shall be used for expenses, provided that whenever such
society qualifies, as provided in section seventeen, the expenses incurred in the
investment, care and maintenance of any mortuary or disability funds, in an amount
not to exceed one fourth of one per cent of the mean ledger assets of the society
may be paid from the gross accretions to such funds.
Appendix F
HOUSE, No. 816
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Three
An Act relative to the verification of valuation of actual assets of
fraternal benefit societies by the commissioner of insurance.
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
Section seventeen of General Laws, chapter one hundred and seventy-six, as
appearing in the Tercentenary Edition, is hereby amended by inserting at the end
of said section the following sentence : — The commissioner may verify such
valuation and for a period of not more than thirty days pending such verification,
he may direct that no regular mortuary contribution shall be waived, nor shall a
distribution of surplus be made, — so that said section seventeen, as amended by
this act, shall read as follows:—
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Section 17. Whenever it appears by a valuation certified to by a competent
actuary that the actual assets of a society exceed its liabilities, including in liabiUties
the tabular reserves computed on the basis specified in the preceding section, by
an amount equal to five per cent of said reserves, increased by an amount equal to
all its other mortuary liabilities, it may by vote of its officers having the powers of
directors, and for such period as its assets are maintained as aforesaid, waive the
further collection of the regular mortuary contributions from its members. A so-
ciety maintaining a surplus of assets in excess of such amount as enables it to waive
contributions as aforesaid may pay back to its several members an equitable por-
tion of such surplus in such manner as may be determined by vote of said officers.
The commissioner may verify such valuation and, for a period of not more than
thirty days pending such verification, he may direct that no regular mortuary
contribution shall be waived, nor shall a distribution of surplus be made.
Appendix G
HOUSE, No. 817
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Three.
An Act authorizing qualified fraternal benefit societies to use the
accretions to their mortuary funds for expenses necessarily and actu-
ally incurred in the maintenance, preservation and care of said mor-
tuary FUNDS.
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
Section fourteen of General Laws, chapter one hundred and seventy-six as appear -
ing in the Tercentenary Edition, is hereby amended by striking out the period after
the word "expenses" in the fifth line and adding thereto the following:— provided
that whenever such society qualifies as provided in section seventeen, it may use
the accretions to said funds for the payment of expenses necessarily and actually
incurred in the maintenance, preservation and care of said funds, — so that section
fourteen as amended by this act, shall read as follows:— Section I4. Every pro-
vision of the by-laws of the society for payment by members of such society, in
whatever form made, shall distinctly state the purposes of the same and the pro-
portion thereof which may be used for expenses, and no part of the money collected
for mortuary or disability purposes or the net accretions of either or any of said
funds shall be used for expenses, provided that whenever such society quafifies as
provided in section seventeen, it may use the accretions to said funds for the pay-
ment of expenses necessarily and actually incurred in the maintenance, preserva-
tion and care of said funds.
PROPOSED LEGISLATION
Appendix H
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Five.
An Act restricting expense assessments by fraternal benefit societies.
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
Section L Section seventeen of chapter one hundred and seventy-six of the
General Laws, as appearing in the Tercentenary Edition, is hereby amended by
striking out in the first and second lines the words "valuation certified to by a
competent" aind insertijig in place thereof the words: —
,
proper valuation satis-
factory to the commissioner of ihsurance and certified to by a recognized, — and
by striking out in the fourth line thereof the word "five" and inserting in place
thereof the word : — ten, — and also by inserting after the first sentence the fol-
lowing new sentence :_— any society which waives any mortuary contribution on or
after January first, nineteen hundred and forty-eight, shall not call any additional
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expense assessment in accordance with section forty during the period commencing
three months prior to the due date of the contribution waived and ending three
months subsequent to the due date of the contribution waived, — so as to read as
follows: — Section 17. Whenever it appears by a proper valuation satisfactory to
the commissioner of insurance and certified to by a recognized actuary that the
actual assets of a society exceed its liabilities, including in habilities the tabular
reserves computed on the basis specified in the preceding section, by an amount
equal to ten per cent of said reserves, increased by an amount equal to all its other
mortuary liabilities, it may, by vote of its officers having the powers of directors,
and for such period as its assets are maintained as aforesaid, waive the further
collection of the regular mortuary contributions from its members. Any society
which waives any mortuary contribution on or after January first, nineteen hundred
and forty-eight, shall not call any additional expense assessment in accordance with
section forty during the period commencing three months prior to the due date of
the contribution waived and ending three months subsequent to the due date of
the contributions waived. A society maintaining a surplus of assets in excess of
such amount as enables it to waive contributions as aforesaid may pay back to its
several members an equitable portion of such surplus in such manner as may be
determined by vote of said officers.
Section 2. Section forty of said chapter one hundred and seventy-six, as so
app'earing, is herebj'' amended by inserting after the word "deficiency" in the sixth
line the words : —
,
except as restricted by section seventeen, — so that the first
paragraph will read as follows : — If the stated periodical contributions of the
members of any society subject to section thirty-nine are insufficient to pay all
reported death and disability claims in full, and to provide for the creation and
maintenance of the funds required by its by-laws or by this chapter, additional
contributions or additional increased or extra rates of contribution shall be col-
lected from its members to meet the deficiency, except as restricted by section
seventeen, and the by-laws of the society shall so provide; and such by-laws may
provide that upon the written application or consent of the member his certificate
may be charged with its proportion of OMy deficiency disclosed by valuation, with
interest not exceeding five per cent per annum.
Appendix I
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Five
An Act relative to vouchers for disbursements by fraternal benefit
societies.
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
Chapter one hundred and seventy-six of the General Laws, as appearing in the
Tercentenary Edition, is hereby amended by inserting after section thirty-eight
the following new section : —
Section 3SA. Vouchers for Disbursements. — No fraternal benefit society shall
make any disbursements of fifteen dollars or more, except disbursements on account
of the return of dues paid in advance, unless the same be evidenced by a voucher
signed by or on behalf of the person receiving the money and correctly describing
the consideration for the payment, and if the same be for services and disburse-
ments setting forth the services rendered and an itemized statement of the dis-
bursements made; and if it be in connection with any matter pending before any
legislature or pubfic body, or before any department or officer of any government,
correctly describing in addition the nature of the matter and of the interest of such
society therein; or if such voucher cannot be obtained, by an affidavit stating the
reason for not obtaining such voucher, and setting forth the particulars above
mentioned.
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Appendix J
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Five
An Act authorizing qualified fraternal benefit societies to provide for
hospitalization and medical service insurance.
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
Section 1. Chapter one hundred and seventy-six of the General Laws, as appear-
ing in the Tercentenary Edition, is hereby amended by inserting after section
thirteen the following new section :—
Section ISA. Hospitalization and Medical Service Insurance. — Any society,
except those organized under the provisions of section forty-six of this chapter,
whose rates and benefits are approved by the commissioner of insurance may set
up and provide under its by-laws a plan for the payment of hospital and medical
expenses and for the services of surgeons, physicians and nurses, or for any one of
these services or expenses, in connection with sickness, disease or accidents, or the
results therefrom. The by-laws shall also provide that an independent hospitaliza-
tion and medical service fund be created and maintained with the accretions thereto
separate and apart from other funds of the society; and, further, that no benefits of
any kind shall be paid until there is accumulated in said fund an amount not less
than that received from three monthly contributions or one quarterly contribution,
and this amount shall be the minimum of surplus below which additional contribu-
tions from members shall be required; and, further, that there shall be included in
the liabilities of said fund reserves for unearned assessments and unpaid claims;
and, further, that no benefits shall be paid on any claim for a period exceeding one
year.
Section 2. Section one of said chapter one hundred and seventy-six, as so appear-
ing, is hereby amended by adding at the end thereof the words : — and with or
without provision for hospitalization and medical service benefits, — so as to read
as follows: — "Fraternal benefit society" or "society," and corporation, association,
society, order, fraternity or other organization without capital stock, organized
and carried on solely for the mutual benefit of its members or their beneficiaries,
and not for profit, and either v/ith a lodge system, with ritualistic form of work and
representative form of government, or without a lodge system, under the direct
control of its members, which makes provision for the payment of death or dis-
abihty benefits or both, and with or without provision for hospitalization and
medical service benefits.
Section 3. Section eight of said chapter one hundred and seventy-six, as so
appearing, is hereby amended by inserting after the word "disabihty" in line
thirty-five thereof the words:— or hospitahzation and medical service, — so as
to read as follows:— Section 8. The commissioner shall then furnish the incor-
porators of any such society, if on the lodge plan, with a preliminary hcense, author-
izing it to solicit members for the purpose of completing its organization. It shall
collect from each applicant the amount of not more than one periodical benefit
assessment or payment, in accordance with its tables of rates as provided by its
constitution and by-laws, and shall issue to every such applicant a receipt for the
amount so collected. But no such society shall incur any liability other than for
such advance payments, nor issue any benefit certificate, nor pay or allow, or
offer or promise to pay or allow, to any person any death or disabihty benefit until
actual bona fide applications for death or disability benefit certificates, as the case
may be, have been secured from at least five hundred persons, and all such appli-
cants for death benefits shall have been regularly examined by legally qualified
practicing physicians, and certificates of such examinations have been duly filed
and approved by the chief medical examiner of the society; nor until there shall be
estabhshed ten subordinate lodges or branches, in which said five hundred appli-
cants have been initiated ; nor until there has been submitted to the commissioner,
on oath of the president and secretary or corresponding officers of such society, a
list of the said applicants, giving their names, addresses, date of examination, date
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of approval, date of initiation, name and number of the subordinate branch of
which each apphcant is a member, amount of benefits to be granted, and rate of
regular payments or assessments, which for societies offering death benefits shall
not be lower for death benefits than those required by the National Fraternal
Congress Table of Mortality as adopted by the National Fraternal Congress
August twenty-third, eighteen hundred and ninety-nine, or any higher standard
at the option of the society, with an interest assumption not higher than four per
cent per annum ; nor until it shall be shown to the commissioner, by the sworn state-
ment of the treasurer or corresponding officer of such society, that at least five
hundred applicants for death benefits have each paid in cash one regular payment
or assessment as herein provided, and the payments in the aggregate shall amount
to at least twenty-five hundred dollars, all of which shall be credited to the mortuary
or disability or hospitalization and medical service fund on account of the appli-
cants, and no part of which may be used for expenses. Such advance payments
shall, during the period of organization, be held in trust for the applicants, and if
the organization is not completed within one year as hereinafter provided, shall be
returned to them. The commissioner may make such examination and require
such further information as he deems advisable; and upon presentation of satis-
factory evidence that the society has complied with all the provisions of this
chapter, he shall issue to the society a certificate to that effect.
Section 4. Section thirteen of said chapter one hundred and seventy-six, as so
appearing, is hereby amended by adding at the end of the first sentence thereof the
words:— and a hospitalization and medical service fund, — so that the first sen-
tence will read as follows : — Any society may create, maintain, invest, disburse
and apply a death fund, any part of which may in accordance with the by-laws of
the society be designated and set apart as an emergency, a surplus or other similar
fund, and a disability fund and a hospitahzation and medical service fund.
Section 5. Section fourteen of said chapter one hundred and seventy-six, as so
appearing, is hereby amended by striking out the words "mortuary or disability"
in the fourth and fifth lines thereof and inserting instead the words : — mortuary,
disability, hospitalization or medical service, — so as to read as follows : — Section
14. Every pro^dsion of the by-laws of the society for payment by members of such
society in whatever form made, shall distinctly state the purposes of the same and
the proportion thereof which may be used for expenses, and no part of the money
collected for mortuary, disability, hospitahzation or medical service purposes or
the net accretions of either or any of said funds shall be used for expenses.
Section 6. Section nineteen of said chapter one hundred and seventy-six, as so
appearing, is hereby amended by inserting after the word "age" in the fourth line
thereof the words : — and provide further for hospitahzation and medical service, —
so that the first sentence of said section, as amended, will read as follows : — Every
society may provide for the payment of death benefits, and may provide for the
payment of benefits in case of temporary or physical disability, either as the result
of disease, accident or old age, and provide further for hospital and medical service;
provided, that the period of hfe at which the payment of benefits for disabihty on
account of old age shall commence shall not be under seventy years.
Section 7. Section thirty-one of said chapter one hundred and seventy-six, as
so appearing, is hereby amended by inserting after the comma foUoyving the word
"injury" in the eighth line thereof the words: — hospitahzation, mecUcal service, —
so as to read as follows : — Section SI . Except as provided in sections twenty-three
to twenty-eight, inclusive, any society may admit to beneficial membership any
person, not less than sixteen and not more than sixty years of age, who has been
examined by a legally quahfied physician if the examination has been supervised
and approved in accordance with the by-laws of the society; provided, that any
member of such society who shall apply for a certificate providing for benefits on
account of disability from sickness or injury, hospitalization, medical service or
death by accident only, need not be required to pass a medical examination therefor.
This section shaU not prevent such society from accepting general or social members.
Section 8. Section forty of said chapter one hundred and seventy-six, as most
recently amended by section thirty-six of chapter one hundred and eighty of the
acts of nineteen hundred and thirty-two, is hereby further amended by striking out
the words "death and disability" in the second line thereof and inserting in place
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thereof the words : — death, disability, hospitaUzation and medical service, — so
that the first paragraph will read as follows : — If the stated periodical contribu-
tions of the members of any society subject to section thirty-nine are insufficient
to pay all reported death, disability, hospitalization and medical service claims in
full, and to provide for the creation and maintenance of the funds required by its
by-laws or by this chapter, additional contributions or additional, increased or
extra rates of contribution shall be collected from its members to meet the defi-
ciency, and the by-laws of the society shall so provide ; and such by-laws may pro-
vide that upon the written application or consent of the member his certificate may
be charged with its proportion of any deficiency disclosed by valuation, with inter-
est not exceeding five per cent per annum.
Section 9. Section forty-one of said chapter one hundred and seventy-six, as so
appearing, is hereby amended by inserting after the word "sickness" in the nine-
teenth line thereof the words: — or hospitalization or medical services, — and by
inserting after the word "disability" in the twenty-sixth line the words: — hospi-
talization and medical service, — so that said section forty-one as amended shall
read as follows : — Section Ij.! . No foreign society shall transact any business in
the commonwealth without a license from the commissioner. Every such society
applying for such a license shall file with the commissioner a duly certified copy of
its charter or articles of association; a copy of its constitution and by-laws, certified
by its secretary or corresponding officer; a power of attorney to the commissioner,
as provided in the following section ; a statement of its business, on oath of its presi-
dent and secretary, or corresponding officers, in the form required by the com-
missioner, duly verified by an examination made by the supervising insurance
official of its home state or other state satisfactory to the commissioner; a copy of
its certificate of membership ; a certificate from the proper official of its home state,
territory, district or country that the society is legally organized; and the society
shall show that the benefits are provided for by periodical or other payments by
persons holding similar contracts, and that its assets are invested in accordance
with the laws of the state or country where it is organized, and that it has the
qualifications required of domestic societies on the lodge system incorporated
under this chapter; provided, that a society which grants benefits for disability
arising from accidental injury or from sickness or hospitalization or medical services
shall be required to show that it has accumulated funds, usable only for the payment
of such benefits and in excess of accrued claims for such benefits, not less in amount
than three monthly contributions or one quarterly contribution from members
entitled to such benefits, and shall be required, as a condition for the maintenance
of its authority to do business in this commonwealth, to maintain at all times after
admission, as regards disabilitj^, hospitalization and medical service benefits, funds
in amount as above set forth; and shall furnish the commissioner such other in-
formation as he may deem necessary for the proper exhibit of its business and plan
of working. Upon compliance with these requirements, such a foreign society shall
be entitled to a license to transact business in the commonwealth until July first
following, and such license shall, upon compliance with this chapter, be renewed
annually, but in all cases to terminate on July first following; except that it shall
continue in full force and effect until the new license is issued, or is refused after
notice and hearing. For every such license or renewal the society shall pay to the
commissioner twenty dollars.
Appendix K
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Five
An Act eliminating the requirement of medical examination of children
by fraternal benefit societies
Be it enacted by the Senate and House of Representatives in General Court assembled,
and by the authority of the same, as follows:
Section twenty-four of chapter one hundred and seventy-six of the General Laws,
as most recently amended by chapter three hundred and twenty-two of the acts of
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nineteen hundred and forty-one, is hereby further amended by striking out in the
first four hnes the words "take effect until after medical examination or inspection
by a licensed medical practitioner, in accordance with the by-laws of the society,
nor shall any such benefit certificate", — so that the first sentence will read as
follows : — No death benefit certificate as to any child shall be issued unless the
society shall simultaneously put in force at least five hundred such certificates, on
each of which at least one assessment has been paid, nor where the number of lives
represented by such certificates falls below five hundred.
Appendix L
The Commonwealth of Massachusetts
In the Year One Thousand Nine Hundred and Forty-Five
Resolve providing for further study by a special commission of the laws
OF THE COMMONV^TEALTH RELATING TO FRATERNAL BENEFIT SOCIETIES.
Whereas, A special commission relative to the laws of the commonwealth relating
to fraternal benefit societies was created by chapter forty-four of the resolves of
nineteen hundred and forty-three; and
Whereas, Said commission has made a study of the laws of the commonwealth
relative to fraternal benefit societies, with a view to making such changes in said
laws and additions thereto as may be necessary for the best interests of the public
;
and
Whereas, The work of said special commission has been restricted by reason of
the limitations of time and expense ; and
Whereas, It is of the utmost importance that additional opportunity be afforded
for exhaustive study and investigation ; therefore be it
Resolved, That a special unpaid commission, to consist of one member of the
senate to be designated by the president thereof, three members of the house of
representatives to be designated bj^ the speaker thereof, the commissioner of in-
surance or a m^ember of his department designated by him, and two persons to be
appointed by the governor, with the advice and consent of the council, is hereby
established for the purpose of making a further study of the laws of the common-
wealth relative to fraternal benefit societies, with a view to making such changes
in said laws and additions thereto as may be necessarj^ for the best interests of the
public. Said commission may expend for actuaries, attorneys, accountants and
clerical and other services and expenses such sums, not exceeding, in the aggregate,
twenty-five thousand dollars, as may hereafter be appropriated therefor. Said
commission shall report to the general court the results of its study, and its recom-
mendations, if any, together with drafts of legislation necessary to carry said
recommendations into effect, by filing the same with the clerk of the house of
representatives on or before the first Wednesday of November in the year nineteen
hundred and forty-six.
APPENDIX II
November 10, 1944
Hon. Robert T. Bushnell
Attorney General
State House
Boston, Massachusetts
Dear Sir
:
For many years this Department has required life insurance companies issuing
group annuity contracts to file and receive the Commissioner's approval of such
contract forms before issuing the same in the Commonwealth.
The authority under which this requirement has been set up is General Laws,
Chapter 175, Section 132. It is to be observed that except for the use of the word
"annuity" in four places in said Section 132 there are no provisions of the section
which are made applicable to group annuity contract forms; but there is a require-
ment that, if the Commissioner does not approve the form, he must notify the com-
pany in writing within thirty days "that in his opinion the form of the poUcy or
contract does not comply with the laws of the commonwealth, specifying his reasons
therefor."
Part II xlv
The Department in its examination of group annuity contract forms has set up
certain rules and regulations and, where applicable, has used certain provisions of
Section 134 which apply to group life insurance policies as a standard.
The inclusion of the word "annuity" in Section 132 resulted from the enactment
of Chapter 60 of the Acts of 1918 entitled, "An Act Relative to the Filing of Certain
Policies with the Insurance Commissioner and the Provisions Thereof." This
legislation amended Section 75 of Chapter 576 of the Acts of 1907, which is now
Section 132 of General Laws, Chapter 175 by requiring companies to file copies of
endowment, annuity and pure endowment forms for the Commissioner's approval
prior to their issuance.
During the same Session of the Legislature Chapter 112 of the Acts of 1918 was
enacted. This Law is entitled, "An Act Relative to Group Life Insurance" and is
referred to in the Recommendations of the Commissioner of Insurance to the
Legislature contained in his 1916 Life and Miscellaneous Companies Report,
Page VII and also in his 1917 Report, Page VI.
An insurance company lawfully transacting business in the Commonwealth has
presented to us a group annuity policy form and the question has been raised as to
whether or not the word "Annuity" as appearing in Section 132 includes a group
annuity contract thereby requiring such contract to receive the Commissioner's
approval before it may be issued even though there are no pro^visions of Section 132
otherwise applicable to such a contract form in contrast to the detailed specifica-
tions written into the Statute pertaining to group life insurance. (General Laws,
Chapter 175, Section 134.)
Your advice and opinion are therefore requested on the following questions
:
1. Is the approval of the Commissioner of a group annuity contract necessary
before such contracts may be issued in the Commonwealth?
2. Have the rules and regulations and the appficable provisions of Section 134
which are used by the Department in examining group annuity contract forms
the force of law and, in the event of disapproval of a group annuity contract
form, are they sufficient to comply with the statutory requirement that the
Commissioner specify his reasons whereby the contract does not comply with
the Laws of the Commonwealth?
The group annuity form referred to above contains a provision which has an
option available to the annuitant when he reaches age 60. By availing himself of
this option when he reaches the age 60, the annuitant, if he then retires from work,
may have the amount of the annuity to which he would otherwise be entitled at
that age increased by the amount which will be payable to him at age 65 under the
Federal Social Security Act and a proportionage deduction will be made to the
amount otherwise payable to him under the group annuity contract at age 65.
The amount which will be payable to him under the Federal Social Security Act
cannot, of course, be known at the time when the policy is issued, and the calcu-
lation of the amount of the annuity which will be paj^able should this option be
adopted by the annuitant in the future cannot be known at the time when the
policy is issued.
3. May the Commissioner approve a form of group annuity contract containing
such an option since the contract itself does not contain sufficient information
so that the annuitant can know at its date of issue the amount of future
benefits which will accrue to him if he adopts such an option when he reaches
the age 60?
The group annuity contract form referred to above contains a provision whereby
the annuity payments to individual employees in the upper salarj^ brackets may be
reduced and the payments to individual employees in the lower salary brackets
may be increased proportionately if the contract is discontinued in less than ten
years. The amount of this reduction cannot be determined at the time of issuance
of the policy, and, therefore, it cannot be known to or be computed by a proposed
annuitant from any tenns appearing in the contract.
The reason for inserting this provision allowing for the reduction of some of the
annuity payments and the increase in others upon discontinuance within ten years
is that the Federal Government will not give credit to an employer for his share of
premium payments on the annuity contract as a deduction from his income taxes
unless the premium payments in such a contract continue for more than ten years
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or unless the contract contains this provision for the indicated redistribution of
annuities upon such discontinuance.
4. May the Commissioner approve a group annuity contract allowing the re-
duction of annuity payments to individual employees in the upper salary
brackets with a proportionate increase in the annuity payments to individual
employees in the lower salary brackets upon discontinuance of the policy
as outlined above?
Respectfully yours,
Charles F. J. Harrington,
Commissioner of Insurance
From Life and Miscellaneous Insurance Report 1916 Page VII.
GROUP INSURANCE
The issuing of one insurance pohcy to cover the lives of a group of people instead
of a policy for each individual is comparatively new in this Commonwealth. The
first policies of this kind submitted to the Department for approval were filed in
1912. The statute in force at that time made no mention of group insurance and
it at once becam^e a question as to whether or not a policy of this kind could legally
be issued in this Commonwealth. The question was given careful consideration,
and after conferring with the Attorney-General's Department it was ruled that a
group policy form would be approved if it contained all of the provisions required
of individual policies. Few of the group policies presented to the Department have
been approved for the reason that the provisions of the Statute were intended for
individual policies, and to comply with some of them would interfere with the
method of transacting business which the companies desire to follow. Forms have
been approved for only three insurance companies. Forms have also been approved
for each of the four savings banks transacting an insurance business.
Previous to the passage of chapter 12, General Acts of 1916, the statute required
a medical examination of each person insured in a group policy similar to that re-
quired of individuals. Under the provisions of said chapter 12 an inspection by a
competent person of a group of employees whose lives are to be insured and their
environments may be submitted for such medical examination in cases where
the insurance is granted under a single policy issued to a given person, firm or
corporation covering simultaneously a group of not less than one hundred lives,
all in the employ of such person, firm or corporation. It is still necessary under the
present statute, if an additional group policy is issued, for each of the employees to
pass the medical examination required of individual applicants unless the number
of the employees insured exceeds 100.
The employee is the insured, and the Department has ruled that after a group
policy is issued no additional employees can be added to the group. This ruUng is
necessary to conform to the provision in the statute that no statement made by the
insured shall be used in defense to a claim under the poUcy unless it is contained in
a written application and a copy of such application shall be endorsed upon or
attached to the policy when issued. If the company desires to insure new employees,
it is necessary for it to issue a new contract similar to the first, which contract
would contain the names of the new employees only. The Department has also
ruled that a policy cannot be issued upon an application signed by the employer
alone. While the statute does not in specific terms require the insured to sign an
application, it evidently contemplates that there shall be one, and in applying the
statute to a group policy an application for each of the insured appears to be an
absolute necessity.
In writing a policy of group insurance the company desires to insure the em-
ployees of a designated firm or corporation by means of one policy, the premium
to be paid usually by the employer and the employees of the firm or corporation
to be the insured. It is apparent that if a company could be permitted to have the
names of the employees contained in a schedule instead of in individual apphca-
tions and could thereafter be permitted from time to time to add the names of new
employees, it would be a great saving.
If it is desirable to permit the transaction of group insurance in this Common-
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wealth, the statute should be amended in such a manner as to make the issuance
of such insurance safe for the employee and practicable for the companies. Such
legislation should be adopted, however, only after the matter has been fully in-
vestigated by the Insurance Commissioners Convention in conjunction with rep-
resentatives of the insurance companies.
From Life and Miscellaneous Insurance Report 1917 Page VI
GROUP LIFE INSURANCE
In the last annual report of this Department it was said that if it is desirable to
permit the transaction of group insurance in this Commonwealth the statute should
be amended in such manner as to make the issuance of such insurance safe for the
employee and practicable for the companies. It was added that such legislation
should be adopted, however, only after the matter has been fully investigated by
the Insurance Commissioners' Convention in conjunction with representatives of
the insurance companies. I can now state that the question of the legislature
needed for a workable plan of group life insurance was taken up by a committee of
insurance commissioners and a committee representing the insurance companies,
and as a result a bill was agreed upon which was afterwards adopted by the Na-
tional Convention of Insurance Commissioners. That bill was recommended by
the Massachusetts Commissioner for enactment by the Legislature, and was duly
enacted. It is chapter 112 of the General Acts of 1918, and is printed in this volume
in connection with other chapters relating to insurance which the law requires to
be printed herein.
No. 400
December 1, 1944
Hon. Charles F. J. Harrington
Commissioner of Insurance
Dear Sir:
You have asked my opinion upon four questions with relation to the form of a
group annuity contract, which you have laid before me.
You inform me that for many years the Department of Insurance has required
life insurance companies issuing such contracts to file them for the purpose of
approval by you.
1. Your first question reads
:
"Is the approval of the Commissioner of a group annuity contract necessary
before such contracts may be issued in the Commonwealth?"
I answer this question in the affirmative.
In an opinion which the Attorney General rendered to you on September 29,
1944, it was held that you had the authority and the duty to approve or disapprove
a form of group annuity contract.
G.L. (Ter. Ed.) c. 175, S. 132, as amended, provides that:
"No policy of life or endowment insurance and No annuity, survivorship
annuity or pure endowment contract shall be issued . . . until a copy of the form
thereof has been on file for thirty Days with the commissioner, unless before the
expiration of said thirty days he shall have approved the form of the policy or
contract in writing; nor if the commissioner notifies the company in writing,
within said thirty days, that in his opinion the form of the poUcy or contract
does not comply with the laws of the commonwealth, specifying his reasons
therefor, ..."
I am of the opinion that the words "annuity contract" as employed in said
section are sufficiently broad to include a group annuity contract. Although the
Legislature has seen fit to define a group Ufe insurance policy in section 133 of said
chapter 175, as amended, and has specifically provided for its approval by the
Commissioner in section 134 of said chapter 175, as amended, and has omitted
similar specific provisions with regard to group annuity contracts, nevertheless,
in view of the general legislative design of subjecting contracts of life insurance
companies to the approval of the Commissioner, as shown in said chapter 175,
such omission cannot well be taken as showing a legislative intent to exclude
annuity contracts issued to a group from the safeguard of effective scrutiny by the
xlviii P.D. 9
Commissioner, which is required by said section 132 for annuity contracts generally
as well as for life policies.
2. Your second question is
:
"Have the rules and regulations and the applicable provisions of Section 134
which are used by the Department in examining group annuity contract forms
the force of law, and, in the event of disapproval of a group annuity contract
form, are they sufficient to comply with the statutory requirement that the
Commissioner specify his reasons whereby the contract does not comply with
the laws of the Commonwealth?"
I answer this question in the negative.
G.L. (Ter. Ed.) c. 175, S. 132, as amended, provides that if the Commissioner
does not approve the form of a contract of annuity, he is to notify the insurance
company that in his opinion it does not comply with the laws of the Commonwealth
and specify his reasons therefor.
Section 134 of chapter 175, as amended, contains no provisions which relate to
or are apphcable to annuity contracts. Its standard provisions are specifically
made applicable to group policies of life insurance. They are not laws of the Com-
monwealth with which annuity contracts of any type must comply.
No authority to make rules and regulations with regard to the form of annuity
contracts has been vested in the Commissioner of Insurance. Any so-called rules
and regulations which may have been made in this respect can be nothing but
directives for the guidance of the department and the insurance companies. They
are not "laws of the Commonwealth" with which annuity contracts of any type
must comply. It follows that lack of conformity to the said provisions of section 134
or to the said "rules and regulations" as such could not furnish proper "reasons"
for an opinion that a group annuity contract "does not comply with the laws of
the commonwealth," as the quoted words are used in said section 132.
3. You have informed me that a group annuity contract which has been filed
with you
:
"contains a provision which has an option available to the annuitant when
he reaches age 60. By availing himself of this option when he reaches the age
60, the annuitant, if he then retires from work, may have the amount of the
annuity to which he would otherwise be entitled at that age increased by the
amount which will be payable to him at age 65 under the Federal Social
Security Act and a proportionate deduction will be made to the amount other-
wise payable to him under the group annuity contract at age 65. The amount
which will be payable to him under the Federal Social Security Act cannot,
of course, be known at the time when the policy is issued, and the calculation
of the amount of the annuity which will be payable should this option be
adopted by the annuitant in the future cannot be known at the time when the
pohcy is issued."
And with relation to this contract your third question reads
:
"May the Commissioner approve a form of group annuity contract con-
taining such an option since the contract itself does not contain sufficient
information so that the annuitant can know at its date of issue the amount
of future benefits which will accrue to him if he adopts such an option when
he reaches the age 60?"
I answer this question in the affirmative.
The Legislature has not, as I have already said, made the standard provisions
concerning life policies in said section 132 or those relating to group life policies in
said section 134 applicable to annuity contracts.
It has set forth certain requirements with relation to the form and contents of
annuity contracts in general. G.L. (Ter. Ed.) c. 175, S. 130, prohibits incorrect
dating of such a contract. Section 129 requires that "a plain description ... so
fully defining its character, including dividend periods and other peculiarities, that
the holder thereof shall not be likely to mistake the nature or scope of the contract,"
shall be borne in bold letters on the face of the contract. Section 120 prohibits
discrimination "in favor of individuals between insurants of the same class and
equal expectation of life in . . . the dividends or other benefits payable thereon, or
in any other of the terms and conditions of the contracts." Section 22 forbids the
inclusion in an annuity contract of certain provisions depriving the courts of juris-
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diction or limiting the time for commencing action against a company to a period
of less than two years or making the company's agent the agent of the annuitant.
Section 22B forbids the inclusion in a contract of any provision for a waiver by an
annuitant of any of the provisions of said cha,pter 175 except as authorized therein.
There is no provision of the statutes that the appUcations and the contract as
written shall constitute the entire contract between the parties, as has been specifi-
cally provided by said section 134 for group hfe insurance policies, nor is there any
statutory provision of similar import. Since this is so, there is no requirement that
the form of an option, such as you have described, in a contract of group annuity
should contain sufficient information so that the annuitant can know at the date
of issue the amount of future benefits which will accrue to him if he later chooses
to adopt the option.
The option is plainly for the benefit of the annuitant and the amount which will
be received under the option is capable of being calculated at the time when the
annuitant will consider whether he desires to avail himself of it.
The provisions of this option do not appear to be contrary to any law of the
Commonwealth, and there does not appear to be anything in their nature calculated
to mislead the annuitant, or to lead to any discrimination or to any unfair practice.
4. You have also informed me with regard to the group annuity contract which
has been filed with you that—
"The group annuity contract form referred to above contains a provision
whereby the annuity payments to individual employees in the upper salary
brackets may be reduced and the payments to individual employees in the
lower salary brackets may be increased proportionately if the contract is dis-
continued in less than ten years. The amount of this reduction cannot be
determined at the time of issuance of the policy, and, therefore, it cannot be
known to or be computed by a proposed annuitant from any terms appearing
in the contract.
The reason for inserting this provision allowing for the reduction of some of
the annuity payments and the increase in others upon discontinuance within
ten years is that the Federal Government will not give credit to an employer
for his share of premium payments on the annuity contract as a deduction
from his income taxes unless the premium payments in such a contract
continue for more than ten years or unless the contract contains this provision
for the indicated redistribution of annuities upon such discontinuance."
And with relation to this contract you have asked my opinion upon the following
question:
"May the Commissioner approve a group annuity contract allowing the
reduction of annuity payments to individual employees in the upper salary
brackets with a proportionate increase in the annuity payments to individual
employees in the lower salary brackets upon discontinuance of the policy
as outlined above?"
The fact that the amount of reduction in the annuity payments to individual
employees in the higher brackets which will occur if the contract is discontinued
within ten years cannot be computed at the time of issue does not render its pro-
visions unlawful since, as I have said, the statutes do not require that an annuity
contract must contain within the applications and the contract form all the pro-
visions of the contract.
If the terms of the contract describing what will occur upon its discontinuance
within ten years are set out therein so plainly as not to fall within the pi'ohibition
of said section 129 so "that the holders thereby shall not be likely to mistake the
nature and scope of the contract," it would not appear to be contrary to any specific
provision of law concerning annuity contracts nor would it appear to be inequitable
or discriminatory since this mode of deaUng with annuity payments upon a dis-
continuance is a part of the agreement knowingly entered into by all the parties
at the time of its issue.
If the Commissioner determines upon an inspection of the contract, as a matter
of law, that its terms are set out in the manner indicated in the preceeding para-
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graph, and that no others of its terms are in violation of statutory provisions, I am
of the opinion that he may properly approve the contract.
Very truly yours,
/s/ Robert T. Bushnell,
Attorney General.
No. 398.
APPENDIX III
February 15, 1944
Mr. Judd Dewey,
Deputy Commissioner,
Savings Bank Life Insurance.
Dear Sir
:
You have asked my opinion upon the following question:
"May a Massachusetts savings bank, conducting a life insurance department
under the provisions of chapter 178 of the General Laws, lend the funds of its
insurance department to a trustee of the bank who is not a member of the
Board of Investment of the bank nor an officer of the bank except so far as he
is an officer by virtue of being a trustee?"
I answer your question in the negative.
G.L., (Ter. Ed.) c. 178, S. 9, provides that the funds of the insurance department
of savings bank
"shall be invested in the same classes of securities and in the same manner in
which the deposits of the savings department are required by law to be in-
vested. . . "
G.L. (Ter. Ed.) c. 168, S. 29, with relative to savings banks, provides:
"No president, treasurer, member of a board of investment, or officer of
such corporation charged with the duty of investing its funds, shall borrow
or use any portion thereof, be surety for loans to others or, directly or in-
directly, whether acting individually or as trustee holding property in trust
for another person, be an obligor for money borrowed of the corporation; ..."
A trustee of a savings bank is an officer of such institution, being specifically desig-
nated as an officer by G.L. (Ter. Ed.) c. 168, S. 13, as amended.
The members of the board of investment of a savings bank are three in number
and are chosen from the trustees by the latter's election and hold office as members
of such board during the pleasure of the trustees [G.L. (Ter. Ed.) c. 168, S. 14].
The trustees of a savings bank are its governing board and they are held to the
same duty with respect to its deposits as ordinary trustees of a direct trust {Green-
field Savings Bank v. Abercrombie, 211 Mass. 252, 256).
"The law of this Commonwealth is settled . . . that trustees of savings banks
are subject to the same fiduciary obligations as technical trustees of specific
trust property."
Cosmopolitan Trust Co. v. Mitchell, 242 Mass. 95, 120.
It is a basic principle of law concerning the obhgations of a trustee that his duty
is wholly to his trust. Any act of his which appears to be in his own interest instead
of that of the trust estate may constitute a breach of his duty. So that it has been
held that he may not sell trust property to himself personally (Morse v. Hill,
136 Mass. 60) or gain any direct or indirect advantage to himself by its purchase
or sale {Hayes v. Hall, 188 Mass. 510) or borrow for himself or his family or asso-
ciates any of the trust funds {Pierce v. Dahlgren, 300 Fed. 268 ; Carrier v. Carrier,
226 N. Y. 114; In re Estate of Skinner, 215 Iowa 1021; Matter of Randolph, 134
N. Y. Sup. 1117 — 207 N. Y. 685; Scott on Trusts, Vol. II, c. 7, S. 170, 171. Loring:
Trustees Handbook, 1940, S. 18).
Concerning savings banks, our Supreme Judicial Court has said that they
"approximate somewhat to the character of charitable institutions. They are
designed to help the poorer members of the community to help themselves
by giving them an opportunity to make their small savings productive. . . .
Accordingly definite and rigid provisions have been made by our statutes for
the administration of savings banks. ... It is not without significance that
in this statute (1894, c. 317) as in former and subsequent ones, the governing
Part II li
board of officers is given the name of trustees. Careful provisions are pre-
scribed also for the investment of the deposits that may be received; and it is
manifest upon the most cursory reading that the dominant purpose of the
Legislature has been to provide in this way for the safety of the money en-
trusted to savings banks and to hold the officers entrusted therewith to a strict
accountability . . . . "
Greenfield Savings Bank v. Abercrombie, 211 Mass. 252, 255.
G.L. (Ter. Ed.) c. 168, S. 15, provides for meetings of the trustees, for their
preparing and keeping a record of the condition of the savings banks in which they
serve, for the submission to them at each regular meeting by the "board of invest-
ment," which has the duty of approving aU loans (c. 168, S. 16) and passing upon
and reporting the value of premises offered to secure mortgage loans [G.L. (Ter.
Ed.) c. 168, S. 54, First, as amended] of a "detailed written statement of all loans
made by the corporation. ..."
Section 17 of said chapter 168 provides for a thorough examination and audit
of the securities and other assets of a bank by an auditing committee of the trustees,
with a detailed report by the committee to be read at a meeting of the trustees.
Of these provisions the Supreme Judicial Court has said
:
"... these statutes are mandatory and not merely directory. They are
part of a series of careful provisions made to secure the interests of depositors
and to make it certain that the conduct of trustees in making loans upon
mortgages should be not only honest and careful, but manifestly so, done with
the concurrence of other officers, and spread upon the records of the corpora-
tion."
Greenfield v. Abercrombie, 211 Mass. 252, 258.
Since the trustees are the governing body of a savings bank it is plain that in
the discharge of their duties as fiduciaries it is their duty to use diligence and to
exercise reasonable control and supervision of the affairs of the bank (see Cos-
mopolitan Trust Co. V. Mitchell, 242 Mass. 95, 119) and if upon the report made to
them by the investment committee or auditing committee or otherwise, they detect
the presence of a loan which is not sufficiently secured or is otherwise unsafe, they
must make their opinion known under their general power of governance, require
the loan to be further secured or to be called through the investment committee
or other appropriate officers.
Inasmuch as trustees have, by reason of their officers, these duties with relation
to the bank's investments, they would appear to be officers of a savings bank
"charged with the duties of investing its funds" within the meaning of the quoted
words as used in said section 29. Consequently they are prohibited from borrowing
the funds of the bank.
There is no distinction in regard to the fiduciary relationship of the trustees to
the funds in the regular savings department of a bank and those placed and accum-
ulated in its insurance department. Their duties in relation to investments of such
funds are the same and the prohibition upon their use of funds accumulated for
the benefit of insureds is the same as that with respect to funds accumulated for
the benefit of depositors.
Since the members of the investment committee of a savings bank are chosen
by the trustees and are removable by them at pleasure, the trustees have a mode
of effectual control over investments which the committee may make. Moreover,
under the method of constituting the investment board, a trustee who is not
presently a member thereof may at a later date be placed thereon, and if already a
borrower would be so situated as to pass in the first instance upon the soundness
of his own loan or the propriety of a renewal, a power not in keeping with the
functions of a fiduciary.
In view of the general principles of law which apply to the use by trustees, for
their own benefit, or trust funds, it would not be reasonable to interpret the phrase-
ology of said section 29 as indicating a legislative intent to free trustees from
borrowing at their pleasure from trust funds for their own personal use and benefit
.
Very truly yours,
/s/ Robert T. Bushnell,
Attorney General.
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APPENDIX IV
FRIEND BROTHERS, INC. v. SEABOARD SURETY COMPANY
(Massachusetts Supreme Judicial Court Decision)
July 7, 1944
Spaulding, J.: The plaintiff seeks specific performance of an oral agreement to
issue and deliver a policy of insurance. Tliis case was heard on an agreed statement
of fact and the judge at request of counsel reserved and reputed the case to this
court without decision. See G. L. (Ter. Ed.) C. 214, Sec. 31.
The pertinent facts are these: The plaintiff is an employer subject to the provi-
sions of the workmen's compensation act (G. L. Ter. Ed.) c. 152, as amended.
By Sec. 25A of this act (inserted by St. 1943, c. 529, Sec. 7) the plaintiff must
provide workmen's compensation benefits for its employees and is given the option
of doing this by securing insurance or by acting as a self-insurer. The plaintiff
elected to act as a self-insurer, obtained a license from the department of industrial
accidents in accordance with said c. 529, and is now operating under the license
and in order to safeguard its position as self-insurer against "excessive or catas-
trophic losses" and to strengthen its abihty to pay compensation benefits to its
employees the plaintiff entered into a contract with the defendant whereby the
latter agreed to issue a policy of insurance. In this proposed policy the defendant
would reimburse the plaintiff for all losses arising by virtue of its acting as self-
insurer from November 15, 1943, to November 15, 1944, to the extent that the
amount of such losses exceeded an amount equal to 75% of the normal premium
that would have been payable by the plaintiff in the event it had purchased a
standard workmen's compensation insurance policy to cover the employees to
whom it became responsible as a self-insurer, or S6,000, whichever amount was
greater. The defendant, an insurance company, incorporated under the laws of
New York, was authorized in this commonwealth to issue and deliver policies of
'
workmen's compensation insurance and other forms of casualty insurance.
The plaintiff not having received the policy from the defendant in accordance
with the agreement, made a written demand for the same. The defendant replied
that, although it was otherwise willing to complete its agreement with the plaintiff,
it was unwilling to do so in view of a ruling of the conmiissioner of insurance de-
claring that policies of this sort could not be issued in this commonwealth.
The underlying question for decision is whether an insurance company authorized
to do business in this commonwealth may issue a policy of insurance to an employer,
who has qualified as a self-insurer under G. L. (Ter. Ed.) C. 152, as amended by
St. 1943, c. 529, to indemnify him against losses over and above a specified amount.
We think that it may.
Prior to St. 1943, c. 529, an employer such as this plaintiff had the option of
becoming an insured person under c. 152 or not insuring and risking the enlarged
common law liability of an uninsured employer (Aleck's Case 307 Mass. 403).
Chapter 529, however, brought about an important change in the law; under it an
employer such as the plaintiff is compelled to provide for the payment of the com-
pensation provided under C. 152 (1) by insuring with an insurer or (2) by obtaining
a license to act as a self-insurer. The statute sets forth in some detail, what must
be done by the employer to qualify as a self-insurer. Thus, subject to certain ex-
ceptions, not here material, set forth in G. L. (Ter. Ed.) c. 152, Sec. (4), as amended
by St. 1943, c. 529, Sec. 3, all employees must be insured in either of the two methods
mentioned above.
The proposed policy is in reality a contract of reinsurance. Such contracts are
expressly recognized by our insurance laws; G. L. (Ter. Ed.) c. 175, Sec. 2A pro-
vides, "Contracts of reinsurance shall be deemed contracts of insurance as defmed
in Sec. 2, and authority to make contracts of insurance shall include authority to
make contracts of reinsurance covering the same classes of risks. . . . No pro\'ision
of law relative to the form of insurance pohcies shall apply to contracts of rein-
surance unless made specifically applicable thereto." Reinsurance has been defined
as "an agreement to indemnify the assured partially or altogether, against a risk
assumed by . . . (it) in a pohcy issued to a third party." Royal Insurance Co. v.
Vanderbilt Insurance Company, 102 Tenn. 264, 267. Somewhat similar language
may be found in the following cases. People v. Graves, 274 N. Y. 312, 315; Alle-
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mannia Fire Ins. Co. v. Foreman's Ins. Co. 209 U. S. 326, 332; Goodrich & Hick's
Appeal, 109 Penn. St. 523; Berman v. Hoiks Fire Ins. Co. 56 Minn. 38, 40; Stickel v.
Excess Ins. Co. 136 Ohio St. 49, 52. See also Bouvier's Law Dictionary, 2861.
Essentially it is a contract to indemnify one who has insured a risk. Boston Ins. Co.
V. Globe Fire Ins. Co. 174 Mass. 229, 231 ; Allemannia Fire Ins. Co.y. Firemen's Ins,
Co. 209 U. S. 326, 332. We do not adopt the view urged in one of the briefs filed
in opposition to the plaintiff, that reinsurance can exist only between two insurance
companies. If one is in fact an insurer, as the plaintiff is here, a policy which in-
demnifies him with respect to the risk he has assumed constitutes reinsurance.
Indeed, the very statute under consideration (St. 1943, c. 529) confirms this con-
clusion. In Sec. 7 is the following provision: "As a further guarantee of a self-
insurer's ability to pay the benefits provided for by this chapter to injured em-
ployees, the defendant may require that a self-insurer reinsure his compensation
risk against catastrophe, and such reinsurance when so required, shall be placed
only with an insurance company admitted to do business in this commonwealth,"
Sec. 7 recognizes that reinsurance may be desirable as a further guarantee of the
self-insurer's ability to pay the benefits provided for by the act and empowers the
department to require reinsurance against the catastrophe. We see no reason why
a self-insurer may not also voluntarily strengthen his ability to meet excessive or
catastrophe losses by reinsurance as the plaintiff seeks to do. By so doing both the
employer and the employees are benefited ; the employer's financial position thereby
becomes more secure and the likehhood that the employees will receive compensa-
tion under the act is correspondingly increased. Such a policy as that under con-
sideration we think may be issued unless expressly prohibited by our laws.
It has been earnestly argued that the proposed policy is void by reason of Sec,
54A of G. L. (Ter. Ed.) c. 152 (inserted by St. 1935, c. 425), the material portion
of which reads as follows: "Every contract or agreement the purpose of which is
to insure an employer in whole or in part against liability on account of injury or
death of an employee, other than a domestic servant, farm laborer, shall be void
unless it also insures the payment of the compensation provided for by this chapter.
Nothing in this section shall affect any such contract or agreement made with an
employer of less than six persons." In Aleck's Case, 301 Mass. 403, it was said at
page 406, "The reasons for the enactment of Sec. 54A are plain. Since becoming
an insured person under the workmen's compensation act is optional, certain large
employers were willing to risk the somewhat enlarged common law liability of a
noninsured employer [G. L. (Ter. Ed.) c. 152, sec. 66, 67] in order to avoid paying
premiums for insuring under the act. Their willingness to do so would be increased
if they could obtain at smaller expense liability insurance protecting them against
the paj^ment of damages in actions at law bi'ought by injured employees. Then the
pressure which was intended to drive all employers into insuring under the work-
men's compensation act would be removed, arid the public pohcy of the common-
wealth that all employers should come under that act would fail. ... To avoid
that result, Sec. 54A sought to invalidate the liabiUty insurance which tended to
make employers feel that they could safely remain outside the workmen's com-
pensation act." Obviously, the reasons that called for the enactment of Sec. 54A
have no application to one such as the plaintiff whose employees are now insured.
The prohibition there against insuring "against liability on account of injury or
death of an employee" unquestionably referred to the employer's common law
liability. In construing a statute "The abuses which the statute aims to correct
. . . and the purpose sought to be accomplished are to be considered." Tilton v.
Haverhill, 311 Mass. 572, 577. We do not believe that this statute, which, as pointed
out in Aleck's Case, supra, was for the purpose of compelhng employers to insure
under the act, was intended, after they had insured their employees by becoming
self-insurers, to make it difficult for them to do so by denying them the right to
reinsure. Such a construction would impute to the Legislature an intent to dis-
courage self-insurance and to weaken the financial strength of the self-insurer who
seeks by reinsurance to increase it for the benefit of himself and his employees.
When a statute such as St. 1943, c. 529, makes it compulsory for one to insure liis
employees and gives him the choice of either insuring or acting as a self-insurer,
it would take clear and unequivocal language to convince us that one of these
liv
.
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methods was to be regarded with less favor than the other. Such language is not
to be found either in c. 529 or in Sec. 54A.
We have dealt with the principal questions argued; those not discussed have
been considered.
Since the contract for the proposed policy is not offensive to our laws or pubhc
policy, it may be enforced. Oral contracts to insure or to issue a policy have been
upheld in this commonwealth. Shumway v. Home Fire and Marine Ins. Co., 301
Mass. 391 ; Sanford v. Orient Ins. Co. 174 Mass. 416; Emery v. Boston Marine Ins.
Co. 138 Mass. 398, 409; Sanborn v. Firemen's Ins. Co. 16 Gray 448.
The agreed facts state that the plaintiff is unable to purchase similar insurance
if the defendant does not perform its agreement. "It may be taken to be settled
in this commonwealth that the question of whether a contract will or will not be
specifically enforced depends upon the question whether the thing contracted for
can be purchased by the plaintiff, and whether damages are an adequate compen-
sation for a breach." Butterick Publishing Co. v. Fisher, 203 Mass. 122, 130. See
also Sanford v. Boston Edison Co., Mass. A.S. (1944) p. (recent). Specific perform-
ance of contract to insure has been compelled (cases cited). We think, in the cir-
cumstances here existing, the plaintiff is entitled to have the contract specifically
enforced and a decree to that effect may be entered.
APPENDIX V
NATIONAL COUNCIL ON COMPENSATION INSURANCE
REPORT OF SPECIAL COMMITTEE TO MEET WITH
COMMITTEE OF NAIC
September 28, 1944
Re : Rate Level Adjustment Factor Based on Wages
The Report of the Workmen's Compensation Committee adopted at the June
1944 session of the NAIC provides in part:
"It is recommended that a Wage Factor be injected into the rating structure
and that the appropriate National Council committee submit a suggested
uniform procedure in connection therewith to the appropriate committee of
the NAIC at a meeting to be held not later than October 1, 1944. It is believed
that the use of the Wage Factor offers the most effective and satisfactory and
feasible means to accomphsh the immediate sought results.
Your Conomittee recommends that this Convention authorize its Executive
Committee to act on behalf of the Convention upon any report of the Com-
mittee on Workmen's Compensation Insurance or Subcommittee thereof in
connection with the adoption of a wage factor for Workmen's Compensation
ratemaking procedure in order that such a factor as adopted could be made a
part of the ratemaking procedure as expeditiously as possible."
To determine a true wage factor requires accurate data with respect to changes
in average hourly or weekly wage rates as distinguished from changes in average
weekly earnings which reflect both changes in wage rates and in the number of
hours worked. In order to distinguish between a true wage factor and a factor based
on changes in weekly earnings, the factor discussed in this Report has been termed
a rate level adjustment factor based on wages.
The Committee has studied this problem and is agreed that, if a rate level
adjustment factor is to be injected into the rating structure at this time, the_ pro-
cedure later described in this Report provides 'a reasonable basis for determining
such factor within the limitations of available data.
General Observations
(1) Changes in wage scales and in weekly earnings have a considerable influence
on workmen's compensation experience. It is observed that, other conditions being
equal, during periods of rising wage scales, loss ratios tend to become favorable and
during periods of falling wage scales, loss ratios tend to become unfavorable.
(2) This is partly due to the fact that premium varies directly with payroll, but,
because of the maximum and minimum limits to weekly compensation provided
by the compensation laws, losses do not necessarily vary in direct proportion to
payrolls.
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(3) When changes in wage levels are slight, the effect of these changes on com-
pensation loss ratios is of minor importance. Under the present ratemaking pro-
cedure, the effect of these changes is ultimately reflected in the experience and in
the resulting rates. However, when wage levels are changing rapidly, either up-
ward or downward, this element assumes increasing importance and it may be
desirable to give immediate recognition to this situation in the ratemaking struc-
ture through the medium of a rate level adjustment factor based on wages.
(4) Many factors, other than changes in wages, affect compensation loss ratios.
Hence, the introduction of a rate level adjustment factor based on wages can be
only a partial solution to the problems of the workmen's compensation business.
Further and continued study of those problems is necessary in order to endeavor to
obtain a more satisfactory solution.
(5) Depending upon conditions, a rate level adjustment factor may produce
either an increase or decrease in rate level. If such factor is to approach even a
partial solution of the problem, then, of necessity, the factor must be used, re-
gardless of whether the result is an increase or decrease in rate level.
Function of a Rate Level Adjustment Factor Based on Wage Changes
The primary purpose of a true wage factor is to recognize differences between
wage levels underlying the rate level period and those in effect during the period
when rates, based on the experience of the rate level period, are in effect. This
involves recognition of (1) the effect on average weekly earnings of changes in wage
rates and in the number of hours worked, (2) the effect on losses due to the maxi-
mum and minimum weekly limits to compensation and (3) recognition of other
elements such as the elimination of surcharge overtime payrolls for premium de-
termination purposes.
Limitations of Such Factor
A change in wage levels is only one of the elements affecting compensation loss
ratios. There are other elements which have an important influence on compen-
sation experience. The tendency on the part of injured employees to forego com-
pensation benefits and return to work at the earliest possible date, while not defi-
nitely measurable, is apparently greater during periods of high wages than during
periods when employment opportunities are less and wages are relatively lower.
An increase in average weekly wages due solely to increased working hours can be
expected to produce a corresponding increase in the number of accidents and in
losses. Hence, it will be seen that an increase in payrolls due to an increase in the
number of hours worked has an exactly opposite effect to that due solely to an
increase in wage rates. Other influences producing rising wage and price levels may
exert a similar influence on compensation experience and tend toward higher loss
costs during an upward trend in wages and toward lower costs during a downward
trend in wages. There are no known means of accurately measuring these trends
and, therefore, the mere introduction into the compensation ratemaking structure
of a rate level adjustment factor based on wages cannot be expected to produce
more than a partial solution to the ratemaking problem.
Furthermore, the reasonableness of the results produced by such factor depends
upon and assumes
(1) The accuracy of available data upon which to base the factor.
(2) No substantial changes in wage scales, either in amount or direction, is
anticipated during the period when the rates are in effect.
(3) There is no great disparity in changes in wage scales between individual
classifications or groups of classifications and, hence, the effect on indi-
vidual classifications is measured with reasonable accuracy by the over-all
data.
A wage adjustment factor, based on accurate statistical data may result in some
improvement with respect to the timing of rate changes. Further and continued
study is necessary, not only with respect to the legitimate results to be expected
from such factor, but also with respect to other problems of ratemaking which are
untouched by a rate level adjustment factor based on wages.
Procedure
The calculation of a wage adjustment factor requires data with respect to
average weekly earnings, distributions of wages about the average, numbers of
hours worked per week, and the amount of hours and earnings attributable to over-
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time. Since wage changes are not the same for all industries, to accurately reflect
such changes in the rating structure would require these data for each industry in
each state. Statistical data on this basis are not available.
The Staff of the National Council and the Committee have made a survey of
representative Governmental figures and data available in private statistical and
economic research bureaus and have not found suitable data. Furthermore, what-
ever data are available, or might be available in the future, would not be compiled
for the purposes required for ratemaking and the basis of compilation and defi-
nitions might be changed at any time. It would, therefore, appear to be imprac-
ticable to depend upon outside statistical sources for the required basic data.
At the present time there is a marked difference between the wage levels of the
period underlying the experience available for rate level purposes and the current
wage levels. A great part of this disparity is due to the influence of projects engaged
in war work and, hence, is perhaps of a temporary nature.
Steps already taken, namely, the elimination of surcharge overtime payrolls
will immediately offset the effect of such surcharge overtime payrolls on premium
While there are not now available completely satisfactory data for determining"
wage adjustment factors by state and industry group, the Committee believes that
if a wage factor is to be injected into the ratemaking structure at this time, the
following procedure, in conjunction with available data, will produce results as
to over-all rate level reasonably consistent with accepted principles of adequacy,
stability and responsiveness
:
(1) Determine representative average weekly wages by state for the experience
period underlying the data used for ratemaking ("Old Weekly Wage"), and de-
termine average weekly wages for the current period ("New Weekly Wage").
The National Council has available data from its "Call for Wage Data" by six-
month intervals for the period ending June 30, 1942 at which time the Call was
temporarily suspended as an emergency measure. The Call has now been rein-
stated and wage data by six-month intervals for periods beginning July 1, 1944 will
become available, beginning with the spring of 1945. Therefore, there will, of
necessity, be a gap as respects state wage data for the period July 1, 1942 through
June 30, 1944.
Accordingly, as a temporary expedient, supplement the data available by state
from the National Council Calls with countrywide figures for manufacturing in-
dustries compiled by the United States Bureau of Labor Statistics to develop a
factor to apply to available wage data to obtain weekly wages, by state, for the
missing periods July 1, 1942 to date. It is anticipated that when data becomes
available from the reinstated National Council Call, the data for the missing period,
July 1, 1942 through June 30, 1944, can be reasonably approximated by interpola-
tion.
(2) Determine a single wage adjustment factor for each state applicable to total
classification pure premiums; such factor to take into account the effect upon in-
demnity losses of the weekly limits to compensation, and also to recognize that
medical payments are, in part, influenced by indemnity payments.
The effect on indemnity is obtained from the standard wage distribution used in
calculating "Hmit factors." These factors reflect the effect of the limitation of losses
due to the maximum and minimum limits to weekly compensation provided by the
compensation laws. The calculation of limit factors is explained in pages 5 to 7 of
the memorandum dated May 20, 1944 "Standard Procedure for Determining the
Estimated Effect of Changes in the Benefit Provisions of a Workmen's Compen-
sation Act" and presented to the NAIC at the June 1944 session.
The effect on medical is obtained on the basis that 50% of the effect on indemnity
measures the effect on medical.
The single over-all effect, due to wage changes only, is determined by appro-
priately weighting against the ratios "indemnity losses to total losses" and "medical
losses to total losses" respectively.
(3) An increase in weekly wages is frequently due, in part, to an increase in the
number of hours worked, and a decrease in weekly wages is frequently accompanied
by a decrease in the number of hours worked. It is reasonable to expect that a
change in the number of hours worked brings about a corresponding increase or
decrease in the number of accidents and in losses.
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The effect of increases in hours worked is partly offset, in times of increasing
wages, by the tendency of injured workmen to return to work at the earUest possible
moment and, in the case of relatively minor injuries, to stay on the job rather than
to claim compensation benefits. The reverse condition exists in times of decreasing
wages and inability to find suitable employment.
These latter elements offset, in part at least, the effect of changes in the number
of hours worked. Due to the impracticabiUty of measuring accurately the resultant
effect of these various elements and the changes in the number of hours worked, no
specific factor therefor has been included in the formula.
(4) A desirable goal to be achieved in ratemaking is to attain both stability and
responsiveness. Unfortunately, these two elements are diametrically opposed to
each other. The introduction of a wage factor may tend to achieve responsiveness
at the expense of stabiUty. Hence, in general, the introduction of a wage adjust-
ment factor will produce more marked changes in rates from one year to the next
than would be obtained in the absence of such factor.
(5) In recognition of the inadequacy of the statistical data now available, the
fact that current average weekly wages are influenced to a large extent by wages
of industries engaged in war work, the impracticabiUty of accurately measuring
previously mentioned factors, other than wages, which affect compensation loss
ratios, and in order to retain some measure of stability from year to year, the indi-
cated wage adjustment factor is discounted 50%, regardless of whether such factor
results in an increase or decrease in rate level.
(6) Introduce a factor, to reflect the elimination of surcharge overtime payrolls
to be included in the final factor appUcable to classification total pure premiums.
It is recommended that pending the accumulation of additional statistical data to
be obtained from the current Call for statistics on overtime wages, to measure
more accurately such effect, this factor be 1.05. The factor of 1.05 is based on
preliminary carrier reports. In this connection, it is to be noted that experience
available for 1944-45 rate revisions includes the full payrolls prior to the elimina-
tion of surcharge overtime payrolls. As the carriers are not collecting premiums on
these surcharge overtime payrolls where accurate records of such overtime are
available, an adjustment factor to reflect this condition should be applied to indi-
cated rates based .on full payrolls. Therefore, as previously stated, an adjustment
factor of 1.05 is recommended. At some future date the payrolls reported for rate-
making will not include surcharge overtime payrolls on which premium has not
been collected and, at that time, this adjustment factor should be eliminated from
the procedure.
Attached is Exhibit I, showing for each state the composite factor developed
in accordance with the above principles and on the basis of data now available. It
should be understood that the results shown are not necessarily the factors which
would result at the time of the next state revision. Such factor would be recalcu-
lated at the time of each state rate revision on the basis of current data and in-
formation then available.
Columns (2) and (3) are average weekly wages determined on the basis of state
wage data submitted by the carriers and supplemented by countrywide data for
manufacturing industries obtained from reports of the United States Bureau of
Labor Statistics.
Column (4) shows the rate level adjustment factor, developed in accordance
with the principles outlined above and on the basis that the wages shown in column
(2) represent the average weekly wages for the rate level period and the wages
shown in column (3) represent the current average wages, excluding, however, the
adjustment factor of 1 .05 to compensate for the elimination of surcharge overtime
payrolls.
Column (5) is the same as column (4), but including the recommended factor
of 1.05 to compensate for the elimination of surcharge overtime payrolls.
Exhibit II is attached to show clearly that under certain conditions, such as
falling wage scales that may be anticipated in the post war period, the rate level
adjustment factor may very well be above 1.000 and, hence, would produce a higher
level of rates than would result in the absence of such factor. The assumption
underlying Exhibit II is that the wages for the rate level period are represented by
column (3) of Exhibit I and current wages are 20% below those of the rate leve 1
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period. The rate level adjustment factors shown in Exhibit II do not include the
overtime factor of 1.05 on the assumption that in a period of falling wages, sur-
charge overtime payrolls will probably be of no great importance.
There is also attached an Appendix setting forth, in the form of a mathematical
formula, the procedure previously outlined for determining a rate level adjustment
factor based on wages.
CONCLUSION
It is believed that the procedure outlined herein is a reasonable basis for determin-
ing a rate level adjustment factor based on wages within the limitations of available
data.
In offering this procedure, the Committee recognizes the inadequacy of the
statistical data now available and, in addition, that the introduction of such factor
can be only a partial solution to the problems of the workmen's compensation
business.
_
If a wage adjustment factor is introduced at this time, the results must, of neces-
sity, be accepted regardless of whether such factor produces an increase or decrease
in rate levels. In this connection, it is pertinent to point out that at one time a
wage factor was part of the ratemaking structure. That procedure was abandoned
some years ago because of the difficulty of securing acceptance of the results when
the factor produced an increase in rate level. Furthermore, there were constant
differences of opinion as to the correct wage levels, and the amount and direction
of wage level changes in particular classifications as compared to the statewide
average.
It is contemplated that the Staff of the National Council and the Committee
will engage in further and continued studies to the end of attaining a more complete
and satisfactory solution to the problem than can reasonably be expected through
the introduction into the ratemaking structure of a rate level adjustment factor
based on wages.
Respectfully submitted.
The Special Committee to Meet
Enclosures with Committee of NAIC
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EXHIBIT II
Rate Level Adjustment Factor Based on
AN Assumed 20% Reduction in Average Weekly Wages
(1)
State
Alabama
Arizona
Arkansas
California
Colorado
Connecticut
District of Columbia
Florida
Georgia
Idaho
Illinois
Indiana
Iowa.
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan .
Minnesota
Missouri .
Montana .
Nebraska .
New Hampshire
New Mexico
New Jersey
New York
North Carolina
Oklahoma
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Wisconsin
Rate Level
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APPENDIX
Mathematical Formula for Determining
Rate Level Adjustment Factor Based on Wages
Rate Level Adjustment Factor =
New Weekly Wage— Limited
1.0 +
Old Weekly Wage — Limited Indemnity Losses
X
New Weekly Wage Total Losses
Old Weekly Wage
New Weekly Wage — Limited
-f
Old Weekly Wage — Limited
New Weekly Wage
Old Weekly Wage
1.0
+
New Weekly Wage
Old Weekly Wage
X
Medical Losses
Total Losses
X 1.05
from columns (3) and (2),
LEGEND
(1) "New Weekly Wage" and "Old Weekly Wage"
respectively, Exhibit I.
(2) "New Weekly Wage Limited" and "Old Weekly Wage Limited"— Wages of
(1) above modified by "limit factors" recognizing the effect of the maximum
and minimum weekly limits to compensation, such factors being determined
in accordance with the procedure set forth in the memorandum of May 20, 1944
on Law Valuations.
(3) "Losses — Indemnity, Medical and Total"
available at time of rate revisions.
obtained from state experience
(4) "Factor of 1.05" — the recommended factor to reflect the effect of the elimina-
tion of surcharge overtime payrolls.
APPENDIX VI
MEMORANDUM
Re : Worhmen^s Compensation Expense Loading
I. Introduction
April 15, 1944
This memorandum is prepared at the request of the President of the National
Association of Insurance Commissioners. The request involved (a) A study of the
expense loadings in Rating Plans recently filed by the National Council on Com-
pensation Insurance, (b) Recommendations for a Statistical Plan designed to give
a factual basis for testing the adequacy of the loadings.
The problem of expense loading is not, as in Ufe companies, a single company
problem. The only type of life insurance that is at all comparable is group. life
insurance, where all carriers are required to observe a uniform minimum rate, the
so-called T Rate. This rate is, however, an invariant. Writers of Compensation
Insurance are not, in all states, under strict legal necessity of using the same rates,
though the practice of companies and departmental policy alike appear to favor
a single set of rates. There is, of course, sound argument in favor of requiring all
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companies to use a uniform set of loss cost pure premiums— generally speaking,
the average loss cost per $100 of payroll. This can be computed with some exacti-
tude by poUcy year and by state, and can be, with somewhat less exactitude, com-
puted for manual classifications. Computation of National Pure Premiums played an
important part in early compensation procedure, but its importance has waned not
a little. Loss cost is peculiar to the insured risks, not to the carriers writing them.
The hazard involved in writing a poUcy is, so far as the loss element is concerned,
presumably the same for all carriers.
Loss Cost lends itself rather naturally to statistical treatment. Each individual
loss is a discrete item, fully allocated by line of insurance, and by risk. Distribution
of losses between States occasionally presents awkward problems, especially in case
of extra territorial losses. Distribution of losses between manual classifications is
not infrequently a puzzling matter. There are similar difficulties in distribution
of payroll. But on the whole, the statistical methods of handling losses leaves little
to be desired. They are doubtless not perfect, but are reasonably well-established
and reasonably reliable.
Expense cost is a very different matter. Expense cost has some relation to the
risk itself; a more pronounced relation to the individual carrier and its method of
of doing business. No two carriers do business in precisely the same way, or write
risks of precisely the same kinds. Stock carriers, doing business generally on a
commission basis have an average expense ratio, generally slightly over 40%, the
expense ratio being, of course, the calendar year ratio of expenses incurred to
premiums earned; but this average is of a range of company expense ratios ranging
from 35% or less to 60% or more. Non-stock carriers doing business for the most
part on a non-commission basis have an average expense ratio generally slightly
over 20%; but the variations within this group are likewise very wide. Thus one
cannot assume that it is at all possible to pick a single expense loading that repre-
sents an expectation of expense cost uniform for all carriers. That is palpably
absurd. The normal 40% expense loading in use for many years is, pretty frankly,
a loading designed to enable stock carriers to operate without making radical
changes in their commission scales or other methods of doing business. It repre-
sents a figure which a company of reasonable size managed with a reasonable degree
of prudence, can use as a loading without sustaining any great loss. Its factual
justification, such as it is, is derived from expense ratios developed by returns such
as the New York Casualty experience exhibit, and schedule W as required by a
number of states, on a nation-wide basis. But these are used only as a very general
test. There is no annual or periodical revision of the expense loading, and little if
any attempt to determine variations of expense by state and to apply modifications
for individual states.
Without going at the moment into the reasons for this, one should expand the
above by a brief historical note. The general 40% expense loading goes back very
nearly, if not quite, to the beginning of compensation insurance. In the revision of
1915, state variations were made, ranging from 35% to 42%, based upon differences
in average scales of law benefits. These it was argued, produced differences in loss
cost independent of loss incidence, making for differences in premiums not entailing
or justifying a proportionate increase in amounts assessed for expenses in those
expense elements representing cost which is not actually assessed as a proportion of
premium. In the revision of 1917, the scale of variations was from 36 to 42%. To
the loading was added a profit factor of 1.5%. In the revision of 1919-1920, based
on war experience, the general expense loading was reduced to 38%, and state
differential loadings based on scale of benefits were dropped, the only state differ-
ential retained being one based on the divergence of state premium taxes from the
normal 2% tax assumed in the 38% loading. In the revisions of 1923, made after
the organization of the National Council on Compensation Insurance, the normal
loading was increased to 40% where it has remained ever since. State differentials
are made for taxes, and others have been made in one or two cases for states where
the»law prescribes a limit on acquisition cost differing from the 173^% assumed in
the normal loading.
Up to 1920 or 1921, the non-stock carriers used the stock rates with a 10% sur-
charge for dividend purposes: But this was abandoned at the instance of the National
Convention of Insurance Commissioners. Normally the non-stock carriers have
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accepted the stock expense loading, making distribution of expense savings through
dividend declarations.
From the 40% loading, the following departures may be noted:
1. Minimum Premiums
Minimum premiums made by general rule, normally are calculated by appljdng
the manual rate to a minimum assumed payroll and adding thereto a constant rep-
resenting the minimum cost of issuing and servicing the policy, this cost being
loaded for acquisition and taxes.
There have always been differences among states as to the amount of minimum
assumed payroll and of the constant. The earliest determination used generally a
minimum assumed payroll of 1100, a constant of $8.00. A second determination
made about 1930 used a minimum assumed premium of $1,500, a constant of
$10.00. This is the commonest rule today, but there are states which still use the
old rule, others using the minimum assumed payroll of $1,000 with expense con-
stant of $10.00, others using the minimum assumed payroll of $1,500 with a con-
stant of $8.00; others using an expense constant of $5.00.
2. Expense Constant
The second minimum premium rule was in connection with an attempt on the
part of the stock carriers to charge the expense constant on risks above the minimum
premium size, offsetting the gain in premium by a reduction in the percentage
expense loading. This was on the theory that some part of the expense was trans-
actional in character, and more justly charged per policy than as a percentage of
premiums. This led to a famous controversy, the non-stock carriers assailing the
practice as discriminatory, and claiming that if a constant were charged it should
be $5.00 rather than $10.00. Supervisory officials took different views. Some
states have no expense constants, some a constant of $5.00, some a constant of
$10.00. The $10.00 constant is the more common. Generally, the constant is not
applied above the qualification limit for experience rating.
3. Graded Commissions and Graded Expense Loading
In an attempt which culminated in the revision of 1932, the stock carriers
essayed to introduce the principle of a graded expense loading, representing the
effect of a system of commissions graded by size of risk, and including a gradation
of expense other than commissions. The attempt was not successful, the opposition
including not merely the non-stock carriers but the agency organizations. Ulti-
mately it was withdrawn: though subsequently graded commissions were used in
one or two states.
4. Retrospective Rating Plan
About eight years later, the stock carriers produced the retrospective rating plan.
This plan involved a rating of the risk in the first instance in the normal manner
and the computation of a standard premium after payroll audit. The standard
premium determined three rating elements; the basic premium, the minimum
retrospective premium and the maximum retrospective premium, all graded by
size of risk and all to some degree interdependent. The minimum retrospective
premium represented an amount the carrier was entitled to receive in any event,
and practically was determined with the idea of producing a gradation in com-
mission by size of risk, acceptable generally to the agents. The basic premium
represented the expense elements of the minimum premium other than claim ad-
justment and taxes, but contained tax loading. The retrospective adjustment was
made by applying the basic premium percentage to the audited payrolls and adding
thereto the experienced losses, loaded for claim adjustment and taxbs. If this was
less than the minimum retrospective premium, the minimum retrospective premium
was charged. The maximum retrospective premium represented the limit to which
the retrospective adjustment could extend, and was calculated on the basis of loss
ratio study by size of risk, the principle being to set the maximum retrospective
premium at a point such that losses by reason of holding the retrospective adjust-
ment down to the maximum would balance approximately with gains through
charging the minimum retrospective premium in cases where basic premium plus
modified losses were less than the minimum retrospective premium.
This plan was very generally accepted, with modification chiefly (a) on the
point whether the plan might be applied on an interstate basis, or purely on an
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intrastate basis (b) on the point of the premium limit necessary for quaUfication
(c) on the point whether a Umit should not be set on individual losses, in order to
avoid the catastrophic effect of a single heavy loss. As adopted in New York and
Massachusetts the plan contained a gradation in general administration and pay-
roll audit as well as in commissions.
5. War Risks
The war, and the creation of huge risks, particularly in the contracting field,
chiefly under the war department, but with some very big projects under the Navy
Department, produced some variations of procedure, involving a departure from
normal methods of loading for expenses.
(a) The Deviation Rates
Since these risks were big and since they involved pay at high wage scales
with generous allowances for overtime, etc., it was a foregone conclusion they
would be highly profitable if written at normal manual rates. The war de-
partment called for competitive bids, and indicated that, under certain cir-
cumstances participating dividends would be considered as part of the bid.
This introduced a competitive element which the stock carriers could not
meet by slicing the rates on the collateral lines. The matter was resolved by
the fihng of deviation rates, 20% below manual, the cut being made in the
expense loading. The non-stock carriers filed deviation rates 10% below
manual. Very generally these were approved, though in some states there
was disapproval: In some, approval was made of the stock deviation only,
and in still others, variant actions. The stock deviation was made in order
to produce a result: And the major element was a reduction in acquisition
cost from 17.5 to 5.0, the residue by reducing the allowance for general ex-
pense and payroll audit from an aggregate 9.5 to 7.0. This would make
average loading of 25% instead of 40%, equivalent to a rate reduction of
20%.
(b) The Comprehensive Rating Plan
For its great cost-plus-a-fixed-fee contracts, the war department ultimately
produced a new rating plan on a retrospective model, but containing some
very novel features. It was a combination contract, covering the third-party
lines of insurance. No commissions were to be paid: in lieu thereof the assured
was required to pay a charge graded by size of risk to a person who "might
be" an agent or broker, for inspecting the premium charges and the loss
adjustments. A "Standard Premium" was computed from:
(a) The manual rates and rules of the National Council on Compensation
Insurance, or of a bureau or board having jurisdiction, without discounts
and without experience rating modifications. For computing the fixed charge,
these rates were to be discounted 10%.
(b) Automobile bodily injury habiUty and property damage, comprehensive
bodily injury liability, and property damage liability other than automobile
were carried into the "Standard Premium" at manual rates without discount
or rating plan modifications and reduced 50%. The "Standard Premium"
determined the minimum deposit premium, which was 15% of standard, and
the fixed charge, the analogue of the basic premium, which was, at $5,000,
37% of standard, and graded down to 6.3% at $700,000 or over. There was
no minimum retrospective limit: the maximum was 90% standard.
The fixed charge contained all expense elements other than acquisition,
claim adjustment and taxes, plus an amount designed to cover the cost of
keeping the adjustment within the maximum limit. Standard Premium
was to be determined by periodic audits and inspections, and the carrier
was to be paid 50% of the earned standard premium on a monthly basis.
On expiration of the policy a retrospective adjustment was to be made, the
adjusted premium being the fixed charge, plus allocated claim expense, and
plus losses loaded for unallocated claim expense by a factor of 1.12: the whole
multiplied by a tax multipher.
This plan was very generally accepted, though not without local opposition
and misgivings. So far as appears at present, the advance premium payments
are generally materially in excess of the final premiums.
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6. The New Rating Plans
The new plans are intended to apply a graded expense loading to the entire field
through the medium of four plans, of which the first gives discounts on account of
gradation in expense only: the other three in addition making a retrospective
adjustment of losses on three different bases (a) with the maximum retrospective
premium set at the standard rate (b) with maximum and minimum retrospective
premiums, much as in the existing Retrospective Rating Plan (c) mth maximum
retrospective premiums but no minimum retrospective premium.
The gradation in expense is in all cases the same, and is effected by reducing
loadings for acquisition cost and general expense including payroll audit for pre-
mium in excess of $1,000 as follows:
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II. Factual Bases Presently Available for General Expense Loading
It may be taken that the normal expense loading is not figured in the same way
as are the pure premiums, since it has gone without material adjustment for twenty
years, whereas pure premiums are commonly refigured annually. The expenses of
a company are ascertainable as a whole. They are divisible by kinds of expense,
not always without some question, but on the whole with a fair degree of facility.
For purposes of budgeting and cost accounting companies commonly distribute
expenses by office and by department, the distribution of course following the lines
of the company's organization. This, too, can be done with a fair degree of exacti-
tude, although there are numerous cases where particular items of expense have
to be apportioned. When it comes to dividing expenses by line of insurance, then
it is possible to aUocate expenses only in part. The rest have to be apportioned,
and the method of apportionment entails som.e rather complex considerations, par-
ticularly if conjoined with a division by purpose of expense. Division by purpose
of expense is probably simpler than division by line, since purpose comes nearer
following departmental divisions than does division by line.
Such divisions are made for the New York Casualty Exhibit. A similar segre-
gation of compensation expenses, and division of these by purpose is made in
Schedule W returns, required by a number of states. Schedule W returns have in
the past shown a most unfortunate and vexatious diversity : Now, the greater part
of the states are in agreement on a reasonably uniform schedule, the chief variations
being as to whether a segregation of expenses for the state requiring the return
shall also be made.
I attach hereto as an exhibit a tabulation of expense ratios for workmen's com-
pensation insurance, taken from table IX of the New York Casualty reports, with
the exception of the last two years, which were taken from the Casualty Experience
Exhibit of the National Bureau of Casualty and Surety Underwriters.
To some extent, this is a factual basis. It has been assembled by a state depart-
ment, careful and experienced in accounting matters, and doubtless, not assembled
merely for the sake of having a table of figures. There may be, and in fact are,
questions as to whether the figures are truly indicative, and just what the com-
bined figures, nation-wide, really indicate. The following points may be instanced.
(1) The return of premiums earned, nation-wide, includes policies written at
variant expense loadings. To be sure, the normal expense loading is 40%,
with variation only for premium taxes. Not all minimum premium risks
have also an expense constant for which no offsetting reduction is made, as
is the case where an expense constant is applied to risks above a minimum
premiuni size. Formerly, the return included considerable coal mine experi-
ence, written at a variant expense loading. Presently it includes experience
under Retrospective Rating Plans, and will in the near future include exper-
ience under the Premium Discount Plan, in all of which there is a gradation
in expense loading. Thus, there is a lack of homogeneity in the returns, and
the result is, not to produce an expense ratio which may be expected to have
exact relation to the normal 40% loading. That is of course more true of the
future than of the past.
(2) Premiums earned do not develop at the same rate as expenses. Insofar as
the calendar year account of premiums represent advance premiums, these
become earned premiums at the rate of 1/12 a month. Taxes and commis-
sions on these premiums become liabilities as soon as the premiums go on
the books. There is therefore a substantial fraction of expenses that develops
faster than the earned premiums. Insofar as the premium account represents
premiums billed after final audit, these are earned as soon as they go on the
books, and there is no lag. There is therefore, at times when premium volume
is increasing, a moderate upward tendency in expense ratios on these two
items, which together represent half the expense loading. Of the other divi-
sions of expense, the important item of claim adjustment expenses tends to
parallel losses rather than premiums. Hence, high loss ratios on a calendar
year basis, whether produced by actual inadequacy of rate, by rapid falling
off of premium income, or by other elements, such as the building up of in-
adequate loss reserves, tend to increase the ratio of claim expenses incurred
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to premiums earned: conversely, if there be low loss ratios, however produced,
the ratio of claim adjustment expenses to premiums earned will likewise
diminish. Some part of general expense tends to vary with the premiums,
but a considerable part of this, and of the items of claim adjustment, payroll
audit and inspection represent the cost of running a standing organization,
and do not respond quickly to shifts and changes in the volume of business.
Hence the ratios of expense to premiums earned in these items have a down-
ward tendency when business is on the increase, an upward tendency when
business is downward. The general result is, that in periods of marked de-
pression, there is marked upward trend in Schedule W expense ratios: but
expense ratios are a deal more stable than calendar year loss ratios.
This may be seen by a glance at Exhibit I. Prior to 1942, stock expense ratios
ranged from a low of 40.0 to a high of 47.2: a variation of 6.8 points. The range in
mutual expense ratios was from 20.1 to 26.2, a range of 6.1 points. Fully half of
this range was due to the one item of claim adjustment. The greater part of the
rest was due to general administration.
The conclusion is, that Schedule W expense ratios must be viewed as merely
indicative. For a single year or for a limited series of years, there may be reason
to subject the results to analysis and criticism. But if, for a long series of years,
there appears in any expense item a degree of stability in expense ratio, that is
an indication that the process of loading expense by means of a percentage loading
is reasonable: and if the ratios correspond fairly well to the estimates, that is evi-
dence of the adequacy and reasonableness of the estimates. If there are marked and
persistent variations, not explainable by known elements, or a marked departure
from the estimates, that of course indicates either that the method is wrong or
that the estimates are wrong, or, conceivably, that both are wrong.
The following analysis of the various items of the expense ratios shown on
Exhibit 3 is subjoined.
Acquisition Cost
Acquisition cost represents 17.5 points of the normal 40% loading, and is based
on the commission scale commonly used by stock carriers, i.e. 10% to producers,
7.5% to general agents acting in a supervisory capacity.
The following table shows the variation between estimates and actual expenses
for both groups of carriers.
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cost. At other times, the variation is no more than might be considered normal.
During the greater part of the period, the stock carriers have been working under the
acquisition cost rules, adopted 1923-1927, and the closeness of the actual ratios
to be expected indicates that the rules have been observed. The Mutual carriers
until 1937 had acquisition cost ranging from 12.8 to 14.1 points less than the allow-
ance in the loading, and an advantage over stock carriers ranging from 13.0 to
14.4 points. Since 1937, the range below the allowance is less, ranging from 12.1
to 12.8 points. The drop in stock company acquisition cost reduced the margin
of advantage sharply to 10.0 points.
So long as the loading for acquisition follows the scale of commissions generally
paid and so long as gradation in commissions are paralleled by gradation in expense
loading, there is httle reason to expect that actual expense ratios will differ greatly
from expected expense ratios: although this could not be verified without some
sort of an exhibit showing the proportions of the earned premiums on which com-
missions are paid at the several gradations. Whether such an exhibit would be
worth the expense entailed in the compilation may be doubted, unless there is to
be a serious attempt to load compensation rates in accordance with experience
expense ratios. This has never been done: it would produce rates considerably
higher than those currently in use, and would, by introducing a new variable tend-
ing upward simultaneously with upward variations of loss ratios, produce rate
peaks somewhat extreme, and coming at the time when business is least able to
stand it.
Claim Adjustment
Claim adjustment represents 8 points of the normal expense loading. It is an
estimated figure and probably a fairly good estimate too, of the average cost of
handling claims, but it is related to actual loss cost rather than to the theoretical
loss cost assumed in the rates.
A Table is submitted similar to that given in the preceding section.
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carriers is somewhere in the vicinity of two points. Mutual carriers have to go
through the same motions as stock carriers, so the lower claim expense ratios seem
to indicate either some advantage arising out of the class of business written by
mutual carriers or, very possibly, a less elaborate claim organization. The Mutual
business is probably more concentrated than that of stock carriers, and this would
lead to some diminution of cost ; but the investigation of the Pennsylvania depart-
ment into expenses by size of risk indicated a higher average cost in point of salaries
in the underwriting departments of stock carriers, and the same may very likely
be true in stock claim departments.
Meanwhile, the difference exists. Also it is evident that the loading for claim
cost is somewhat less than consideration of adequacy requires. On the other hand,
the method used in the retrospective rating plan of applying the claim adjustment
loading directly to the actual losses is probably sounder, and would produce a
charge for claim adjustment at once more just and more nearly adequate.
General Administration
General administration, in figures derived from the New York Casualty Exhibit,
includes payroll audit. The normal expense loading has 7.5 points for general
expense, 2 points for payroll audit, a total of 9.5 points. The following table indi-
cates the variations from this figure as a norm.
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for taxes is very close to the actual experience of stock carriers year after year,
except in depression years, but for the one item of the loading for claim adjustment.
In a depression period it will not be adequate: in a time when premiums are ab-
normally high, it might show a slight redundancy : but the narrow limits of varia-
tion, even including times of depression mark it as a pretty stable rating element,
which except in highly abnormal times, and with the exception of claim adjust-
ment, varies but little from year to year, save from factors that can be very defi-
nitely located.
This, to be sure, is a conclusion derived from the study of ratios which are in
the main the ratios of a relatively small number of large carriers. One does not
always appreciate the degree to which the compensation business is concen-
trated. Argument is occasionally made as to the waste created by splitting business
among small carriers. But small carriers do such a tiny percentage of the business
that the waste from the cause is trifling. Over 95% of the business of stock carriers
is written by companies writing a million or more of compensation premiums; on
the mutual side, nearly 97.5%. This is shown by the following table taken from
premium writings of National Council companies for calendar year 1942.
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inordinately costly, and leads to a grand confusion until the new method is well
understood. If a statistical method exists and is commonly used and well-under-
stood, it is the part of common-sense to base the new method upon it, departing
from it only so far as is necessary to cure its obvious imperfections, and to permit
the development of the desired facts.
The requirement by New York of the New York Casualty exhibit entailed a
division of expense by purpose and also by line of insurance. The requirement by a
number of states of Schedule W was aimed at segregating compensation expense,
divided by purpose of expenditure. Company statisticians have devoted much
time to the problem of making accurate divisions. The first study was made about
1925 and the matter has been under continuous study since. The latest report of
the committee is as late as the year 1941. These studies have not heretofore been
taken up with the National Association, for the reason that the National Asso-
ciation has not made Schedule W, or a Casualty Exhibit part of its requirements
for company reporting. The studies have been on behalf of the companies inter-
ested, and the larger companies at least have used them as guides. Exhibit II gives
the latest study.
(1) It is necessary, first of all, for the National Association to decide whether
it wants an exhibit covering all Casualty lines, or merely an exhibit develop-
ing facts for Workmen's Compensation Insurance. In view of the fact that
other Casualty lines are developing to a point where regulation of rates is
required, the more comprehensive exhibit . may appear desirable. But much
would be gained if the Association would essay the development of a uniform
Schedule W. Some progress has been made in bringing states now requiring
this form into agreement. Exhibit III gives the latest form as agreed upon
by a number of states.
I have not undertaken to discuss the matter with company statisticians:
though such a discussion is highly desirable before the association takes
action. Meanwhile, these two exhibits may serve as the basis from which
such discussion may proceed.
(2) One rather obvious point of criticism to the compilation of expense ratios
in the New York Casualty exhibit is the lumping of the experience of carriers
doing business in very different ways. If a uniform expense loading is to be
used, it should properly reflect the expense requirements of stock carriers
writing direct business and on a commission basis, otherwise, the loading,
if it departs substantially therefrom would require a very uncomfortable
change of underwriting methods, especially in point of acquisition methods.
But the aggregate expense ratios for stock carriers include the experience of
companies engaged in reinsurance, or doing business in whole or in part on a
non-commission basis, and showing individual expense ratios far beneath the
average. Also, the aggregate expense ratios include the experience of com-
panies just beginning business, of companies withdrawing from business,
and of companies writing business on a very small scale : and these are likely
to show expense ratios far above the average, in some cases fantastically
high. Practically, the effect on the aggregates is slight, partly because of the
small volume of premium involved, partly because the high and low expense
ratios offset each other.
This, of course, is a matter of compilation, rather than of method. It would
be well, however, to consider the development of expense ratios for com-
panies doing direct business and on a commission basis, and confine the
compilation to companies doing business of volume sufficient to avoid the
high cost of doing business in a small way, as already indicated. If a size
limit of $1,000,000 compensation premiums were adopted as the minimum
that would, under present conditions, include 95% of compensation premiums.
To be sure, present conditions as to premium volume are abnormal. Possibly
for normal conditions a minimum limit of $500,000 would be nearer the mark.
(3) The main point of criticism, however, is the fact that, at present, the com-
pensation business is rapidly becoming non-homogeneous in the matter of
expense loadings. This is no new phenomenon, of course. Twenty years
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ago there was a substantial volume of coal mine compensation business,
written on a different expense loading: but this has decreased steadily, and
during a good part of the period, the great bulk of the business has been
written on a 40% expense loading, varied only for taxes, and the aggregate
expense ratios might be taken as fairly comparable with the expense esti-
mates entering into the expense loading.
The first step toward non-homogeneity came with the expense constant.
This, however, because of the offsetting reduction in the percentage expense
loading, which was fairly accurate, made for little difference in the expense
ratios. The expense constant was part of the earned premium, and with the
offsetting reduction approximately correct, made for no material change
from what the premium would have been had no constant been charged.
The experiments of several states which graded expense loadings were hardly
extensive enough to have any substantial effect on the great mass of com-
pensation premiums, but in the last few years, the retrospective rating plan,
the deviation rates for war risks, the comprehensive rating plan,^and the four
new rating plans, make the earned premiums definitely and' increasingly
lacking in homogeneity, and affect also the expenses. One can no longer
with any confidence take the experienced expense ratios and make compari-
son with the estimates in the general expense loading.
Hence, there must be some modification of the return required, sufficient
to produce figures when may be used as a genuine test of the general expense
loading.
(a) Most of the various rating plans are based upon a standard rate, namely,
the manual rate with experience modifications, containing the normal ex-
pense loading. This is the point of departure : and except in case of the com-
prehensive rating plan, the carriers should be able, from their statistical
records or their files, to make up a return as to what the earned premiums
would have been had the standard rate been charged in each and every case.
This will give a return of earned premium completely homogeneous, save for
premiums under the comprehensive rating plan.
(b) With this should be coupled a return setting forth the expense discounts
made, in so far as those involve an actual reduction of expense— i.e.,
in case of discounts on commission. The discounts on expense loading
other than coixmiissions entail a reduction in the charge to the assured, but
not a reduction in actual expense. The addition of the return to the actual
acquisition expense will indicate what the expense would have been had a
full commission been paid in each case.
While this process produces figures for earned premiums and expense to a
degree artificial, it does produce figures which may be the basis of ration
comparable with the estimates in the general expense loading.
(4) The method outlined above is designed to produce a factual basis for testing
the general expense loading. This is perhaps the chief practical use of Schedule
W. Schedule W loss ratios are so highly affected by changes in premium
volume as to afford an index of underwriting results which either requires
considerable allowances for current conditions, or the use of a series of years
rather than a single year. With the entry of the new plans, especially the
Retrospective Rating Plan, it becomes increasingly difficult to determine
what. is a normal loss ratio, for purpose of comparison with the loss ratio
shown by Schedule W. To be sure, the extent to which actual losses plus
actual expenses exceed or fall below actual earned premiums indicates under-
writing loss or underwriting profit; but in case of the Retrospective Rating
Plan there exists a very real question as to what constitutes earned premium.
Advance premiums are based on estimated standard premium: After the
expiration of the policy a standard premium is computed: But neither of
these is the true premium, being overlaid by the retrospective adjustment,
and until that adjustment is made, cannot be said to be earned. Wliat the
assured pays to the insurer for insurance is the Minimum Retrospective
Premium; anything paid above that represents, not a premium for insurance,
but a settlement for losses assumed by the insurer, and properly chargeable
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to the assured. These facts indicate the difficulty of determining earned
premium, and the necessity for annexing to Schedule W rules to settle the
matter. What these rules should be is foreign to the present inquiry. The
procedure outlined above is designed to give a means of determining what
the expense ratio would be were all contracts written on a standard premium
basis. But this, while proper for testing the general expense loading, would,
if extended to loss ratios, produce very artificial underwriting results. Under-
writing results must be determined from the record of contracts as they are
written.
If, as previously intimated, the result of the new plans is to cause a reduction
of writings on the retrospective basis, and an extensive use of the Premium
Discount Plan, it may be that the difficulty is more theoretical than practical,
and properly dealt with by simple rules for setting up Earned Premium on
on retrospective contracts. In the event of a large use of Retrospective
Rating, it might prove desirable to segregate experience on these contracts,
making such division of unallocated expense as seems reasonable, and de-
termine underwriting results on these contracts by methods differing from
Schedule W. Tests of the adequacy and reasonableness of the Retrospective
Rating elements, which after all are the material points in determining the
adequacy and reasonableness of the Plans, require some refinement of sta-
tistical and actuarial computations, which should be worked out in coopera-
tion with Rating Bureaus.
(5) As to the experience on contracts written on the Comprehensive Plating Plan,
there is every reason for excluding it from the record altogether. The risks
involved are for the most part very large, and operate under highly adnormal
conditions, with high wage scales, and abundant overtime and double time.
The result has been in many cases that premium collections on the basis of
so-called standard rates, have been so much more than adequate that carriers
have been setting up very substantial reserves to cover the amounts return-
able to the assureds on the retrospective adjustment. This adjustment may
lag a good while; meantime it is a more difficult question than in case of
ordinary Retrospective contracts to determine what should be set up as
Earned Premium, since there is no Minimum Retrospective Premium. In
addition, the contracts are not on an annual basis ; they cover several Unes of
insurance, and while a separation can be made of advance premiums and pos-
sibly of losses, separation of expenses by hne is very difficult, if not impossible.
Attempts have been made to analyze expense allowances, but they involve
some rather bold assumptions. Hence inclusion of the experience serves
merely to distort the record, and add to the uncertainty of determining un-
derwriting results.
Whether it is worth while attempting to determining underwriting results
on these contracts separately may be doubted. The determination would
have to be on a special basis, and view of the fact that as contracts are
not annual contracts, and are likely to be a long time in reaching final adjust-
ment, the chances are all in favor of the determination not being complete
until a time when this type of contract is ceasing to be used. They are a war
product and not likely to outlast the war. In addition there is presently some
criticism of the cost-plus-a-fixed fee contracts to which the Comprehensive
Rating Plan applies, that may cause an earlier termination.
(6) I do not undertake the question whether Schedule W should be set up ex-
clusively on a direct-writing basis. There is something to be said in favor
of the idea. But it would make a material difference chiefly in the lines that
are heavily reinsured. Workmen's Compensation is rather hghtly reinsured.
The reinsurance is excess reinsurance, and a deal of it is carried by pools
or direct writing companies. Hence the results are not likely to be greatly
modified.
The need of a factual basis for the premium discounts, involved in the new
plans, and for the variant method of loading for claim adjustment in the
Retrospective Rating Plans is discussed hereafter.
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IV. Deviations From the General Expense Loading
Apart from the deviation because of differential rates of premium taxation,
which are familiar enough to need no explanation, the departures from the general
expense loading may be comprehended under three headings (1) Differentials re-
flecting changes in commission rates. (2) Differentials in General expense and pay-
roll audit. (3) Differential methods of loading from claim adjustment in retrospective
rating plans. Presumably the request made contemplated some discussion of these.
Part of the criticism raised has also seemed directed at the point that other differ-
entials are quite as logical as those actually made.
(1) Differentials reflecting changes in commission rates
The general expense loading allows 17.5 points for acquisition cost. This stems
from a ruling by Superintendent Emmett of New York in 1913, that acquisition
cost should be limited to 17^% of premium. This contemplated a commission
scale of 10% for producers, 73^% for supervisory agents. The mechanism of en-
forcement was merely the amount chargeable in the rates. The ruhng was generally
accepted, although there were one or two states that prescribed maximum limits
somewhat lower.
The exigencies of competition have made it necessary to make modification in
the commission scale. The 17.5 limit provides amounts for moderate sized policies
by no means unreasonable; indeed there is some question whether on the smaller
policies the commissions are fairly remunerative to agents. The large sizes of policy,
however, would, at the maximum rate, yield amounts so considerable as to raise
question in the mind of the assured as to their reasonableness, and to produce a
tendency toward participating insurance and self-insurance.
Hence, in the general revision of 1932, the stock carriers sought to put into effect
a system of graded commissions with corresponding rate differentials. The plan
had to be withdrawn because of the agency opposition encountered. Reduced
rates of commission on the larger risks were, however, adopted in at least two
states. Elsewhere the matter was held in abeyance, pending discussion with agency
organization. In 1936, however, the first retrospective rating plan was adopted.
This, through the gradation in the minimum retrospective premium, on which
alone commissions were paid, effected a practical gradation in commissions; or
perhaps it is more correct to say that an agreed gradation of commissions was the
basis of the gradation in the minimum retrospective premium. Save in two, or
perhaps three states there was no modification of other expense items.
The war contracts produced the so-called deviation rates, 20% below manual
(on the part of the stock carriers). These rates were based on the ordinary pure
premiums, but the expense loading was adjusted to reflect a reduction in com-
missions from a maximum 17.5% to 5%.
The Premium Discount Plan and also the three Retrospective Rating Plans filed
at the same time by the stock carriers make two deviations, based on standard
rates discounts corresponding to an agreed commission scale of 17.5% for the
first $1,000, 12.5% for premium in excess of $1,000 and not in excess of $5,000;
7.5% for premium in excess of $5,000; and not in excess of $100,000; and 6% for
premium in excess of $100,000. (b) A discount in general expense and payroll audit
allowance of 5.4 on all premium in excess of $1,000.
The only factual basis for differentials reflecting reduced rates of commission is
the agreed commission scale. Unless the state undertakes to regulate commissions,
they are the subject of contract between carriers and their agents. The carriers
cannot fix commission at figures other than what the agents and brokers will accept.
The cuts in commission listed above were the subject of numerous conferences and
may be presumed to have been acceptable to the great majority of agents and
brokers. In fact, the in-roads of participative carriers on the larger and more
profitable risks furnished ample reason for reaching an agreement. The loading
must reflect the scale of commissions. To charge more would be unfair to the in-
suring public, and would open the way for a vicious type of competition among
carriers. To charge less would render the maintenance of the agreed scale impossible.
The question whether the agreed scale has been properly worked into the rating
structure is not factual but actuarial. Save in case of the retrospective rating plans,
the question presents little difficulty. In case of these plans, they have had to run
the gauntlet of adverse criticism; and this criticism has never raised the point that
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the method whereby the commission scale has been worked into the rating structure
was improper.
The loading for acquisition has always followed the maximum commission
scale. A number of carriers do not pay commissions to general agents, operating on
the Branch Office Plan. Whether the allowances are adequate for their method
of doing business is a question not without importance; but I do not think super-
visory officials have insisted that carriers individually live within the expense allow-
ance. As a matter of fact, a considerable number do not and this has been the case
for years. They make both ends meet and show a proper financial condition for
their business as a whole ; and the fact that they lose monej^ on a single line of in-
surance is not generally given much weight.
(2) Differentials in Loading for General Expense and Payroll Audit
The use of a straight percentage loading for expenses has back of it years of
practice, and a certain degree of justification, in that a very substantial part of
the expense is in fact a percentage levy on premiums. Commissions, premium taxes,
and bureau assessments are thus charged against the carriers, and obviously, so far
as these are concerned, it is just to load the pure premiums with a percentage charge
sufficient to produce the anticipated expense. Claim adjustment, another very
substantial item, constitute a reasonably stable percentage of the actual losses.
This justifies the use of a percentage loading on the expected losses reflected in the
pure premiums. With regard to general expense, acquisition cost other than com-
missions, payroll audit and inspections, there is only a partial justification. To
some extent these items of expense rise and fall with premium volume ; to some ex-
tent they do not. But the amount of expense that does not vary with premium
volume is a minor fraction of total expense, and for a good while, the injustice done
by assessing it percentage-wise was overlaid in the minds of the underwriters by
considerations of convenience, and by a prejudice in favor of percentage loadings
which even found its way into the insurance laws of one or two states.
But where policies differ greatly in size, as in the case of Workmen's Compensa-
tion, the fact that all items of expense do not vary strictly with the premium causes
the percentage loading to effect a real inequity, creating classes where the loading
does not produce enough to cover the actual cost, others where it produces a great
deal more. The first recognition of this fact was in case of the smaller risks, and
took form at a fairly earlj^ time in the use of minimum premiums and in the first
general minimum premium rule. In this rule, the fact that the smaller premiums
did not yield enough money available for expenses, was met by the introduction of
a constant, generally, though not universal^, $8.00. This represented the esti-
mated minimum cost of issuing and servicing a pohcy, loaded for acquisition and
takes, the estimated cost being therefore 16.40.
This principle was not novel. Life Insurance actuaries have long recognized the
fact that assessment of expenses in premium formulas and distribution of expense
savings in dividend formulas must take account of the way in which different kinds
of expenses are actually incurred. There is a copious bibliography on this subject,
of which it will suffice to cite "Premium Rates, Reserves and Non-Forfeiture values
for Participating Pohcies" by H. R. Bassford, Transactions of the Actuarial Society
for America, Vol. XLIII, Page 328. This sets forth in some detail the investigation
made by one of the great Life Insurance Companies, marshaling the vast expenses
of its departments and offices and analyzing them carefully into three groups (a)
those which by their character ought to be levied as a strict proportion of premium;
(b) those which are transactional in nature, and properly levied on a per transac-
tion basis
;
(c) those which should properly be levied by relation to other elements.
The rating formulas for this company ultimately took the form of a percentage
charge on the pure premium, plus a constant per unit amount of insurance.
_
The same practice obtains in the so-called T rates, prescribed as minimum
initial charges for the Group Life Insurance operations of both stock and non-
stock carriers. The dividend formulas of participating carriers and the closely
analogous premium return procedure of non-participating carriers commonly pro-
vide for an adjustment of the expense elements of the initial charge, varied by size
of risk.
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These very respectable precedents indicate the principle behind the various
modifications of the percentage expense loading in Workmen's Compensation In-
surance, as well as the reason why certain kinds of expense average less in case of
participating carriers than in case of non-participating carriers. The object of an
expense loading is not to produce sometliing which looks uniform and is easj'' to
apply. Its true object should be to produce an equitable assessment of expense, so
that all grades of policies shall be assessed as nearly as possible in respect to actual
cost. Failure to do this is not merely unfair. It makes some risks more attractive
than other risks, creating one class for which there is eager competition, another
class which nobody wants particularly.
In an extreme case it does worse than that. It creates a situation where a risk
can save a lot of money by carrying its own insurance. There are, in these days,
a number of risks for which the premium at normal rates, with 40% loading would
be a million or more. In a million dollar premium charge, $400,000 is for expenses.
The self-insured risks saves the $175,000 assessed for acquisition, the $25,000
charged for payroll audit and the greater part of the $75,000 charged for general
expense. It avoids also the expense for Bureaus. It has to pay the cost of claim
adjustment; but probably not more than the $80,000 charged in the loading; some-
thing for safety engineering and taxes. At the outside $150,000 should cover all
these expenses, leaving a gain by self-insurance of $250,000. As a matter of fact
somewhere between 10% and 40% of all payrolls in the United States are self-
insured.
This, and participating competition, and the fact that they were writing the
greater part of the small risks where the percentage expense loading was suspected
of being inadequate, caused the stock carriers to give serious study, not merely to
loss ratios on the small risks, but to the expense loading. This investigation was
made in 1930, and followed generally the lines indicated in the article referred to
above, namely, a careful analysis of expenses, and the determination of those
wholly or partly transactional in character.
The investigation covered the experience of calendar year 1929, and compre-
hended 13 stock companies with premium volume for that year of $86,000,000.
Analysis was made of general expense, payroll audit and inspection and bureau.
The work sheets contained spaces for claim adjustment also, but no real analysis
was made, the items being apportioned pro-rata to premiums. For General Expense
the work sheets went into great detail of particular items of expenditure. For some
of these, methods of distribution were prescribed. Salaries in the Legal Department,
and in the Departments of Publicity, Stockholders' Auditors and Home Office
Agency were distributed on a premium ratio basis. A per policy method of dis-
tribution was prescribed for certain departments where the work was clearly trans-
actional, such as General Accounting, Duplicating and Photostat. Purchasing and
Supply was split, 25% on premium ratio, 75% per policy; sorting and tabulating,
50% premium ratio, 50% per policy. Underwriting, Policy Writing, Index File,
Proposal File, Individual Risk Experience Records, and Actuarial and Statistical
were split in accordance with special investigations, made by the companies in-
dividually. They were required to state the method of allocation used, whether
premium ratio, per pohcy, time distribution or other basis.
Expenses were allocated to a number of size groups, premium volume and number
of policies being determined for each size group. Allocations by premium volume
and per policy were readily made. Allocations on other bases were made in various
ways. This effected a distribution of cost by size groups. Overhead salaries such
as Home Office Supervision, Cashier's Department, Building Employees, General
Stenographic, Mail and General Files, Telephone Exchange Operators, Directors'
Fees, General Officers, Executive, their clerks and stenographers, and Miscellane-
ous, were distributed by size groups according to the average distribution of the
preceding items.
General expense other than sala^ries were distributed in similar fashion. Home
Office Rent, including Maintenance of Building, Newspapers and Periodicals,
Furniture and Fixtures, were distributed according to the average distribution of
salaries. Welfare and Postage were distributed, 25% premium ratio, 75% per
pohcy. Sundry Expenses were distributed according to investigation.
Payroll Audit Expense, and Inspection and Bureau expense were distributed on
Ixxviii P.D. 9
special investigation, barring the one item of retail credit reports which were
distributed per poHcy. Claim Expense, as stated above was distributed on a pre-
mium ratio basis.
The result was a determination of expense by size group, which could be expressed
either in the form of a ratio to premiums or in the form of a cost per policy. The
following table indicates the result:
Size of Risk
0-$299 $300 $1,000 $5,000 $10,000
Including to to to and
Min. Prems. $999 $4,999 $9999 Over Total
(1) Premiums Earned $23,851,742 $15,671,160 $21,829,846 $9,030,203 $16,427,832 $86,812,583
(2) Number of Risks 382,495 30,389 10,908 1,341 765 425,898
(3) Per Cent of Total Premiums 27.5% 18.0% 25.2% 10,4% 18.9% 100%
(4) Per Cent of Total Number
of Risks 89.8% 7.1% 2.6% .3% .2% 100%
Expenses Reported
(5) General Administration 2,979,695 937,298 954,499 380,672 662,876 5,915,040
(6) Payroll Audit 1,421,438 378,107 249,419 68,303 115,931 2,233,198
(7) Inspection 1,091,078 695,084 582,569 171,997 247,031 2,687,759
Ratio, Expense to Earned Premiums
(8) General Administration 12.5% 6.0% 4.4% 4.2% 4.0% 6.8%
(9 Payroll Audit 6.0% 2.4% 1.1% .8% .7% 2.6%
(10) Inspection 4.6% 3.8% 2.7% 1.9% 1.5% 3.1%
Cost P&T Policu
(11) General Administration $7.79 $30.84 $87.50 $283.87 $866.50 $13.89
(12) Payroll Audit 3.72 12.44 22.87 50.93 151.54 5.24
(13) Inspection 2.85 19.58 53.41 128.26 322.92 6.31
This table indicates that in the lowest premium group the average cost per policy
is $7.79 for General Administration, $3.72 for Payroll Audit and $2.85 for Inspec-
tion. Inspection cost is, however, very spotty in character, being incurred, not
as a regular thing, but as required. A large, modernized risk may need very little
inspection; a much smaller risk may need a great deal. Hence, the attempt to work
out inspection cost by size of risk was abandoned. The table served as the basis
for the determination of a new expense constant to be used not merely in the Mini-
mum Premium Rule, but also in case of risks above the Minimum Premium size.
The per policy figures in the table were reduced by deducting expense that varied
with premium ratio. If the ratios of expense to earned premiums in the largest
size group be taken as including very little expense properly distributed per pohcy,
and if this be deducted from the ratio of expense to incurred premiums in the
smallest size group and the difference put on a per pohcy basis, the result should
be very nearly the minimum cost of issuing and servicing a policy. The actual
figures produced by this method are $5.30 per pohcy for general expense, $3.30 for
payroll audit. Rounding these off to $5.00 and $3.00 and loading the sum for
acquisition and taxes gave a constant of $10.00.
The use of the constant would produce an increase of premium. To offset this,
it was necessary to make an offsetting reduction in the percentage expense loading.
For practical reasons, it was proposed to apply the expense constant in the same
way as the loss constants, that is, to risks below the experience rating size. The
reduction was calculated by multiplying the number of risks to which it was applied
by the expense constant, and determining the amount by which the expense load-
ing must be reduced to give an equivalent reduction in premium. The amount
produced by the expense constant was, on the distribution of business at that time,
approximately 4% of total premiums, indicating a necessary reduction in per-
centage expense loading of 2.5 points.
In 1934, the Pennsylvania Compensation Insurance Rating Bureau made a
second determination of the minimum per policy cost. This determination is avail-
able in the Proceedings of the Casualty Actuarial Society, Vol. XXI, Page 75. It
was based on figures for calendar year 1933, derived from the expense experience
of 47 companies, both stock and non-stock, with earned premiums of $106,305,766.
The determination proceeded in much simpler fashion, undertaking to determine
merely the amount of general expense and payroll audit, split as between per
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policy basis and premium ratio basis. The results of the determination in summary-
form were:
Calendar Year Earned Premiums, 1933 $106,305,766
Country-wide Expenses of Administration and Audit,
Total Administration ........ 8,142,147
Total Payroll Audit 3,023,308
Net Number of Policies issued (excluding not takens)
. . . 650,365
Country-widrf Expenses assignable Per Policy, as reported in Special
Call:
Administration ......... 3,621,993
Payroll Audit 1,879,233
Average Expense Per Policy:
Administration . . . . . .
. . . $5.57
Payroll Audit
. . 2 . 89
$8.46
This figure of $8.46 is very close to the figure obtained by the earlier determina-
tion. Considering that the determination was made four years later, and involved
a larger number of companies, not exclusively stock companies, the close corre-
spondence in result is very significant. However, the expense constant of $10.00
was not accepted by all states. Some, including some important jurisdictions,
approved expense constants of $5.00; others permitted no expense constant, save in
the minimum premium rule. The $10.00 constant had, however, a factual basis.
Were a determination to be made today, the chances are in favor of a constant
even higher being indicated.
These two determinations furnished also the factual basis for the discount of
5.4% in the Premium Discount Plan.
In the 1930 determination, the figures permit the development of a ratio to
earned premiums of general administration and payroll audit for all risks, and a
similar ratio for risks in excess of $1,000 premium. The second was approximately
55% of the first. This percentage, apphed to the 9.5% loading for general expense
and payroll audit, gives 5.2%. To produce an average of 5.2%, with the first $1,000
loaded 9.5%, it is necessary to reduce the loading on the residue to 4.1%.
Similarly, the 1934 determination indicated that on the average, total expenses
for general administration and payroll audit ought to be distributed 50% per
policy, 50% by premium ratio. A distribution of premium by size of risk for policy
year 1940 indicated that 5% of all risks had premium in excess of $1,000, and that
the premium on these risks was 62% of the total. If the 9.5% loading is properly
distributable, 4.75% on a per pohcy basis, 4.75% on a premium ratio basis, then
the amount of expense assigned on a per policy basis should constitute a percentage
of premium expressed by the fraction .0475 x .05 = .0038 or .38%. The total ex-
.62
pense requirement for this group of risks is then, 4.75% + .38% = 5.13%. This
is very-close to the 5.2% arrived at in the other determination.
Tests made on distribution of risks in New York and 9 other states indicate the
proposed loading as adequate for New York, a trifle more than adequate for the
other states.
The discount of 5.4% on premium in excess of $1,000 (9.5 — 4.1) is for a normal
expense loading of 40%. The working out of the discounts for a 37.5% state is
best seen by considering the effect of the reduction in percentage expense loading
as equivalent to a 4% reduction in rates. Reducing rates 4% effects a reduction
in commissions and in taxes, the remainder of the 4% being apportioned between
Home Office and Payroll Audit in the ratio 5.3, corresponding to the estimates in
the expense constant. Thus, we get the following figures:
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close relation between size of risk and differences in claim, cost. Admittedly, where
premium is concentrated in a relatively small area, claim adjustment should be le ss
expensive than if it is widely diffused. But even a big risk may have its payroll dis-
tributed among a number of widely separated plants. Differentials could hardly
take cognizance of concentration or diffusion and isolation without very expensive
inspections and surveys. There are besides other elements leading to differences
in claim cost, so numerous as to make the isolation of a single element and com-
puting differentials thereon, of very dubious merit.
(4) Inspection Cost
It is probable that, as in payroll audit there is some variation in expense cost
by size of risk, but while all risks are supposed to be audited, inspection is gener-
ally given where it will do some good, and numerous risks get either no inspection
or inspection of a very casual sort. For this reason it seems fairer to let it stand as a
percentage loading rather than to compute size differential. A suggestion has been
made that inspection be treated not as a rate element but as a service, to be pur-
chased by a risk as it needs it; but this suggestion has so far not fructified into a
concrete proposal. Inspection is a point on which company policy differs widely.
Some give very good inspection services, others very little indeed.
Conclusion
This memorandum and recommendations made therein have been prepared
without consultation with company actuaries and statisticians, preference having
been expressed for the writer's individual opinion. It may be mentioned, however,
that a conference recently held at the National Council between a Subcommittee
of the National Association's Committee on Workmen's Compensation Insurance,
had under consideration some of the topics herein discussed, and it appears certain
that the attitude of the companies will be laid before the National Association in
due time. It is presumed that a program agreed upon between supervisory officials
and company representatives would be preferable to one established by fiat. This
memorandum is submitted, however, without furnishing copies to the companies.
Respectfully submitted,
CuiRENCE W. HOBBS
Enclosures
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EXHIBIT II
NEW YORK CASUALTY EXPERIENCE EXHIBIT
Report of Committee on Uniform
Method of Expense Distribution
to the
Association of Casualty and Surety Accountants and Statisticians
Secretary's Office: Original Printing ... Dec. 8,1933
60 John Street First Revision Jan. 31, 1940
New York, N. Y. Second Revision. . . .Nov. 1, 1940
METHOD OF DISTRIBUTING EXPENSES TO
EXPENSE GROUPS AND LINES OF BUSINESS
The advocated procedure is first to segregate the various expenses into expense
groups and, second, to apportion the amounts in each expense group to lines of
business on bases indicated in the following reports:
Part A— Allocation of Expenses to Expense Groups
I. Expenses of Investigations and Adjustment of Claims
(a) Allocated Claim Expenses— expenses charged to individual claims.
(b) Unallocated Claim Expenses.
1. Minor items of expense incurred in connection with specific claims which
in the interests of accounting economy companies do not charge to the
individual claims but to the specific line of business.
2. Salaries, rent, heat, light, traveling and other expenses (not charged to
specific claims) of the Claim Department of Home Office and in the
field (Branch Offices) — including executives whose duties are wholly
or in part in connection with claims.
(a) Charged to specific lines of business.
(b) Not charged to specific lines of business.
3. Dues or assessments paid to claim associations.
4. Payments to Industrial Commissions of any State.
II. Acquisition and Field Supervision Expenses
(a) Commissions or Brokerage.
(b) Acquisition and Field Supervision Expenses other than Commissions or
Brokerage. (Include in this item all payments to general agents, branch
office managers, agents and agency or branch office employees for salaries,
allowances, bonuses, prizes, rewards, and traveling expenses and all ex-
penditures for rent, heat, light, maintenance of offices, exchange, adver-
tising, postage, telephone, telegraph, express, and all other expenses in-
cidental to the conduct of agencies and branch offices, including the cost
of policy-writing and the collection of premiums but excluding expenditures
for taxes and governmental impositions or expenditures actually made in
good faith for the adjustment of claims, the making of inspections, and
payroll audits.)
(c) Salaries and traveling expenses of field men working under direction of
Superintendent of Agencies assisting agents in securing business.
III. Inspection and Bureau Expenses
(a) Salaries, rent, heat, light, traveling and other expenses of the Inspection
Department at Home Office and in the field.
(b) Medical Examiners' fees and salaries.
(c) Maintenance of Boards and Bureaus in connection with accident preven-
tion, compilation of statistics and administration of rates.
(d) Moral hazard or credit reports— include only reports obtained for under-
writing purposes.
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IV. Taxes Licenses and Fees
(a) State taxes on premiums.
(b) Insurance Department.
(c) Other state taxes including state social security and state income taxes.
(d) Federal taxes.
1. Social Security taxes.
2. Income tax if charged to underwriting.
3. All other Federal taxes.
(e) All other taxes, including county and municipal taxes, but excluding taxes
on real estate or any other taxes chargeable to investments.
V. Payroll Audit Expenses
Salaries, rent, heat, light, traveUng, and other expenses of the Payroll Audit
Department at Home Office and in the field.
VI. General Administration Expenses {excluding Payroll Audit)
(a) Salaries, rent, heat, light, and all other expenses of the following depart-
ments, less any amounts allocated to claim adjustment, acquisition,
inspection and payroll audit:
All Underwriting Departments Registration Department
Accounting Department Duplicating and Photostating
Collection Department Statistical Department
Cashiers' Department Actuarial Department
Auditing Department (excluding Purchasing and Supply Department
Payroll Audit Department) Advertising and Publicity
Pohcy Writing Department, (excluding advertising charged to
Typing and Stenographic acquisition expenses)
Experience Rating Mailing Department
Individual Risk Experience Personnel Department
Index, Expirations and Filing Executive Department
(b) Expenses and salaries of Home Office Agency Department — excluding
salaries and expenses of employees engaged in the development of business
through the solicitation of individual risks.
Pabt B — Distribution of Expenses to Lines of Business
GENERAL
Appreciating the differences in company organization, differences in methods of
administration and the handling of business, as well as lack of uniformity in basic
and subsidiary records maintained, it is the purpose of the Committee to confine
its recommendations to general principles with such suggestions as respects the
distribution of certain kinds of expenses as may be of more or less general apphca-
tion and assure reasonable results. The Committee recommends the following
general principles, most of which are self-evident:
Firstly:
1. All items of expense which can be charged in whole directly to a line of business
should be so charged. (Examples— commissions, allocated loss expense, state
premium taxes.)
2. All items which can be charged to a department hut not to a line of business
should be so charged. (Examples— portions of salaries, traveling expense,
telegraph, telephone, part of furniture and fixtures.)
3. All items which cannot be charged in whole directly to a department and/or
line of business should have that portion which can be charged directly, so
charged. (Examples — portion of advertising, printing and stationery,
furniture and fixtures.)
4. All items of general overhead which cannot be charged in whole or in part
directly to a department and/or line of business should be allocated to de-
partments on some formula basis. (Examples— portions of rents and various
accounts mentioned in 2 and 3 above.)
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Secondly:
Departmental expenses (excluding those which are chargeable direct to a line
of business) should be allocated to lines on a formula basis. In general the use
of the premium formula basis should be avoided and used only as a last resort.
The formulae adopted for distribution of departmental expenses to line should
give due weight to the nature of the work performed by the department, so that
the basic unit or units of the formula selected will produce the most equitable
distribution of the expense by lines of business.
In the following treatment of the subject of expense allocation by hne it will be
assumed, unless otherwise specified, that all expenses directly chargeable or allo-
catable to lines of business or departments have been so charged and further that
all expenses chargeable to departments but not to specific lines have been so charged
or allocated. This applies to both branch office and home office expense. In case
of a branch office performing acquisition and service functions it is assumed that
the expenses have been divided by department or function substantially as follows
:
1. Acquisition 3. Inspection
2. Claim 4. Payroll Audit
The following general principles may be laid down as respects the allocation of
general overhead items not directly chargeable to departments:
Rent
Rent should be charged to departments on one of the following formulae
:
Preferred 1. Square feet of space actually occupied (balance to be dis-
tributed pro rata to each department).
Alternative 2. As an overhead on salaries.
Alternative 3. Number of employees.
Miscellaneous Overhead Items
Miscellaneous overhead items such as postage, telegraph, telephone, furniture
and fixtures, legal expenses other than claim, express and freight, should be
assigned to departments on whichever of the following formulae provides the
most equitable distribution of such expense to departments
:
1. Number of items (pieces of outgoing mail, telephone extensions, number of
telephone toll calls, number of telegrams, etc.).
2. According to salaries.
3. Number of employees.
4. Premium volume (legal expenses — other than claim).
The suggested formulae for distributing department expenses to line of business
will be discussed under the appropriate divisions of expense.
I. Expenses of Investigations and Adjustment of Claims
(a) Allocated Claim Expenses— expenses charged to individual claims.
(These expenses are distributed directly to line of business.)
(b) Unallocated Claim Expenses.
1. Minor items of expense incurred in connection with specific claims
which in the interests of accounting economy companies do not charge
to the individual claims but to the specific hne of business.
(These expenses are distributed directly to hne of business.)
2. Salaries, rent, heat, light, traveling and other expenses (not charged
to specific claims) of the Claim Department of Home Office and in the
field (Branch Offices) — including executives whose duties are whoUj'-
or in part in connection with claims.
(a) Charged to specific lines of business. (These expenses are distributed
directly to line of business.)
(b) Not charged to specific lines of business. (Separate formulae for
distribution to line should be used for each source of such expenses
— Home Office and Branch Office.)
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Branch Office Claim Expense
Branch office claim expense depends upon three factors:
(a) The number of items (claims or notices) handled.
(b) The amount of time expended in adjusting the claim.
(c) The additional number of items handled, and the expense peculiar
to the maintaining of records and the issuing of periodical drafts
for compensation claims.
The cost of the first two operations varies by line of business. Accident
frequency is an important factor. The time spent on the adjustment
of an automobile property damage claim may be small compared with
the adjustment of an automobile personal injury claim. The time spent
in the adjustment of a large burglary claim may be much greater than
that spent in the adjustment of a small compensation claim. Reports
and forms required to be made up on automobile property damage
claims consume much less time than those required to be made up on
compensation claims. An ideal formula for distributing branch office
claim expense would be one which gave due weight to all of these
factors. It is obvious that the problem is a complicated one and that
the ideal probably cannot be attained. It is recommended that branch
office claim expenses be distributed on one of the following bases:
Preferred
1. As a result of a time study which gives effect so far as possible to
each of the variable factors mentioned above.
Alternative
2. (a) 33.3% of the expense obtained by distribution on the basis
of the number of notices (excluding medical), and
(b) 66.7% of the expense obtained by distribution on the basis
of the amount of claims paid during the year plus the
amount of claims outstanding at the end of the year.
Note:
Formula 2 produces approximately the same results as are obtained
by one large company using formula 1
.
Home Office Claim Expense
Home office claim expense differs from branch office claim expense in
that much of the work depends upon the number of claims handled.
The time element involved in adjusting is not reflected to the same
degree in the Home Office costs as in the field costs. The work inci-
dental to the liquidation of compensation claims over a period of time
is a variable item of expense, the same as in the field.
In general home office unallocated claim expense should be allocated
to line of business on one or a combination of the following formulae
:
(a) The assignment of clerk-time or cost (salary) to the various fines,
(b) On the basis of the number of claim payments (number of drafts
issued or paid for ordinary clerical work).
(c) As an overhead on field claim expense for claim supervision.
3. Dues or Assessments Paid to Claim Associations
Where these dues or assessments are based upon premiums they should
be assigned on the premium volume basis. Where they are flat amounts
they should be assigned on either of the following formulae:
(a) Paid claims (for the lines involved).
(b) Premium volume.
' 4. Payments to Industrial Commission of any State
These charges are assignable directly to compensation.
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II. Acquisition and Field Supervision Expenses
(a) Commissions or Brokerage. (These items are chargeable directly to line
of business.)
(b) Acquisition and Field Supervision Expenses other than Commissions or
Brokerage. It is desirable to divide these expenses into two parts
:
1. Managerial or production (salaries of manager, assistant manager and
others, engaged purely in production, and expenses incidental thereto).
This expense should be distributed according to premium volume.
2. Administerial (salaries of cashier and clerks engaged in policy-writing,
collection of premiums, etc. and expenses incidental thereto).
Preferred
1. These expenses should be distributed according to either number
of premium items or number of policies (treating each line as a
policy where a policy involves more than one line or coverage).
Alternative
2. According to premium volume.
If the above division of expenses is not maintained, the distribution of
these total expenses should be made according to premium volume.
Note: In order to reflect true costs, it is essential to distribute these
expenses of each individual branch office separately.
(c) Salaries and Traveling Expenses of Field Men Working under Direction
of Superintendent of Agencies Assisting Agents in Securing Business.
(Salaries should so far as possible be allocated to individual lines or groups
of lines. The division of salaries assigned to more than one Une should be
made on the premium basis. Traveling expenses should be allocated in
the same ratios as salaries.)
III. Inspection and Bureau Expenses
(a) Salaries, Rent, Heat, Light, Traveling and Other Expenses of the Inspec-
tion Department at Home Office and in the Field. (These expenses are
divided into two parts — 1 , Field, and 2, Home Office — and separate
formulae for distribution to line should be used for each part.)
Field or Branch Office Inspection Expenses
Preferred
1
.
This expense should be distributed to line of business on the basis of
number of inspection hours by line of business.
Alternative
2. To be distributed to line of business on the basis of the number of
inspections by line, weighted by the average time consumed in mak-
ing a particular kind of inspection.
Home Office Inspection Expense
This expense should be distributed to line on the basis of one or a combina-
tion of the following formulae
:
1. The assignment of clerk-time or cost (salary) to the various Unes.
2. As an overhead on field inspection expense.
(b) Medical Examiners' Fees and Salaries. (This expense should be dis-
tributed to the line of business involved on premium volume. In general
this expense is charged to "Health.")
(c) Maintenance of Boards and Bureaus in connection with Accident Pre-
vention, Compilation of Statistics, and Administration of Rates. (Such
part of this expense as cannot be charged direct to line should be distributed
on premium volume.)
(d) Moral Hazard or Credit Reports. (This expense should be distributed
by line according to the number of reports by line; for automobile the
expense should be allocated to bodily injury and property damage accord-
ing to the number of poficies written with these coverages.)
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IV. Taxes, Licenses and Fees.
(a) State Taxes on Premiums. (In general these taxes can be allocated di-
rectly to lines. If records are not maintained on this basis, the paid taxes
for the current year should be distributed to line on the basis of the written
premiums for the previous year.)
(b) Insurance Department. (These items should be distributed on premium
volume.)
(c) Other State Taxes, including State Social Security and State Income
Taxes. (These items should be distributed on premium volume.)
(d) Federal Taxes.
1. Social Security Taxes. (These items should be distributed on premium
volume.)
2. Income Tax, if charged to Underwriting. (This item should be dis-
tributed to each line of business which shows a net gain from under-
writing (premiums earned less loss and expenses incurred) in such
proportion as such net gain from underwriting for each such Une of
business bears to the total gain on lines of business showing a profit.
No portion of Federal Income Tax is to be charged to any line of busi-
ness which shows a net loss from underwriting.)
3. All Other Federal Taxes. (These items, unless chargeable to specific
lines, should be distributed on the basis of premium volume.)
(e) All Other Taxes, including County and Municipal Taxes, but excluding
Taxes on Real Estate or any other Taxes chargeable to Investments.
(These items, unless chargeable to specific lines, should be distributed
on the basis of premium volume.)
V. Payroll Audit Expenses
These expenses are divided into two parts— 1, Field, and 2, Home Office—
and the following formulae for distribution to line should be used for each part.
Branch Office Payroll Audit Expense
This expense should be distributed on the basis of the number of audits by
line, multiplied by the average time required for making the audit of the
line. (Where audit involves more than one line, the total time cost should
be used for each line in arriving at average time costs.)
If average time costs per line are not available, the distribution should be
made on the basis of the number of audits per fine.
Home Office Payroll Audit Expense
This expense should be distributed to line on the basis of the number of
audits per line.
Note: A risk audited for Compensation and Liability coverages should be
counted as one audit for Compensation and one audit for LiabiUty.
VI. General Administration Expenses {Excluding Payroll Audit)
(a) Salaries, Rent, Heat, Light and All Other Expenses of the Departments
listed on Page 2 less any amounts allocated to Claim Adjustment, Acquisi-
tion, Inspection and Payroll Audit. (The expenses of the various depart-
ments should be distributed to line on one or a combination of the follow-
ing formulae according to the nature of the work performed by the par-
ticular department.)
*Formula (1) ^— The assignment of clerk-time or cost (salary) to the
various lines.
All Underwriting Departments
Experience Rating Department
Individual Risk Experience Department
Statistical Department
Actuarial Department
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*Formula (2) — On the basis of number of policies or other items or
units.
Collection Department (Premium Accounting)
*Formula (1) or Formula (2) — As stated above.
Index, Expirations of Filing Department (excluding
Claim)
Registration Department
Policy Writing Department, Typing and Steno-
graphic
Formula (3) — Premium Volume.
General Accounting Department
Auditing Department (excluding Payroll Audit
Department.)!
Advertising and Publicity (excluding advertising
charged to acquisition expenses)
Mailing Department
Personnel Department
Executive Department
Formula (2) or Formula (3) — As stated above.
Cashier's Department
Duplicating and Photostating
Purchasing and Supply Department
Where such initial breakdown does not produce expense for each specifih
line of business, but produces expenses for a group of lines only (succ
as "Automobile B.I., P.D. and Collision combined), the further break
down to lines (Automobile B.I., Automobile P.D., Automobile Collision)
should be made by applying:
Formula (2) — on the basis of the number of policies or other items or
units, or
A combination of Formula (2) (stated above) and Formula (3) —
premium volume.
(b) Expenses and Salaries of Home Office Agency Department — excluding
Salaries and Expenses of Employees engaged in the development of
business through the solicitation of individual risks. (These expenses
should be distributed on premium volume.)
UNPAID EXPENSES
The foregoing instructions deal entirely with paid expenses. Unpaid commis-
sions and premium taxes are readily obtainable by line of business. Unpaid claim
expenses are generally obtained by some formula which each individual company
has developed for determining this annual statement item by line. All other un-
paid expenses should be segregated and grouped according to the six general divi-
sions of expense herein dealt with, and should be distributed by line according to
the distribution of the paid expenses for the division.
R^pectfuUy submitted,
H. 0. Van Tuyl A. E. Thompson
^
Joseph Broucek C. E. Woodman, Chairman
T. F. Tarbell
* The above Formulae (1) and (2) should be used for the initial breakdown to line of the expense of the
departments Usted.
_t If auditing operations involve claim audit, the claim auditing expense should be separated and dis-
tributed by line on the basis of the number of paid claims (and medical) items.
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EXHIBIT III
ASSOCIATION OF CASUALTY AND SURETY ACCOUNTANTS AND
STATISTICIANS
REPORT OF SPECIAL COMMITTEE
Schedule "W"
Various States
This Committee was authorized at the June 19 meeting of the Association to
study and review the existing requirements of the various State Schedules "W"
to the end that at the next meeting of the Association a report would be presented
outHning recommendations to bring such schedules into greater uniformity.
The need for greater uniformity in the requirements of the various State Schedules
"W" has been recognized for some time but was particularly emphasized in 1941,
both because of an increase in lack of uniformity of requirements and lack of
uniformity of interpretation of apparently similar requirements.
The Committee has carefully considered the subject and submits as its recom-
mendations the attached proposed standard forms of schedules and exhibit.
Part I — Countrywide business
Part II — State Business
Part III — Exhibit of Policy Year Experience
Exhibit F— Exhibit of Compensation Premiums by state
The schedule and exhibit designations stated above are those contained in the
Pennsylvania and California Schedules.
The following comments upon the various recommendations are submitted.
Part I
This part of the schedule is substantially the same as that now contained in the
Pennsylvania, California and Wisconsin Schedules. The principal change is in
Section A — Premiums. The proposed form provides for net premiums written per
Item 9, Column 5, Page 2, Annual Statement and the corresponding unearned
premium reserves, thus producing net premiums earned on the annual statement
basis. This form, if adopted, will avoid any difficulty in the matter of interpreta-
tion of the proper handling of reinsurance ceded and assumed. The remaining sec-
tions of this part of the schedule do not involve any material changes but have
been set up in such manner that they can be readily compiled from the New York
Casualty Experience Exhibit.
Part II
This part of the schedule has been set up to clearlj^ indicate that the premiums
to be used are net premiums on direct business. The expense and loss sections have
been set up to follow so far as possible the corresponding sections in Part 1.
Part III
This part of the schedule also has been set up to indicate that the premiums and
losses to be used are those for direct business only to conform with Part II. Pro-
vision is made for five policy years' experience. The column providing for calendar
year experience, contained in the schedule of several states, has been omitted as
it is felt that this serves no useful purpose.
General Instructions
Special Instructions
Both the general and special instructions haVe been simplified so far as possible
and reduced to a minimum. In the case of the special instructions, provision is
made for a desirable degree of latitude in the determination of certain items but,
where prorating methods are provided as alternatives, the methods of prorating
are specific. For example, in the case of Notes (3) and (6) of both Part I and Part
II, it is intended that the companies may use such methods of allocating tax items
as are reasonable and proper but that if prorating methods are used specific formulae
should be followed. In the case of Note (5) Part I, the companies would be given
the alternatives of reporting the New York Casualty Experience Exhibit figures
or of prorating in accordance with previous established requirements.
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Exhibit F
It is provided that this exhibit will be based upon net premiums written on direct
business and will include such premiums by individual states and territories (ex-
cluding Mississippi and all monopolistic state fund states) and "All Other." The
compilation of tliis exhibit on a direct premium basis will have the advantage of
providing a check of the written premiums on direct business used in Part II and
also provide a check on the ratios used in prorating certain expenses in Part II.
The Committee further recommends that, if this report is approved by the
Association, the Secretary be instructed to communicate with the Insurance
Departments of the States of California, Maine, Massachusetts, New Jersey,
Pennsylvania, Virginia and Wisconsin and request those states to adopt the recom-
mendations of the Committee so far as the same are applicable to the schedules
of such states, as follows
:
California
Submit all recommendations and the eUmination of Exhibit J of the 1940 Sched-
ule.
Maine
Submit the following recommendations
:
Part II (Maine Part I)
Part III (Maine Part II)
This involves change in the "heading" only.
Massachusetts
Submit the following recommendation:
Part II, with appropriate notes
(To take the place of items 1-31 of present Schedule)
New Jersey
Submit the following recommendations
Part I, with appropriate notes (New Jersey Part II, Sections A, B, D & E)
Exhibit F (New Jersey Part II, Section C)
Part III (New Jersey Part I)
Pennsylvania
Submit all recommendations and the elimination of the section "Pennsylvania
Premium Adjustments" from both Part II-A and Part II-B.
Virginia
Submit the following recommendations
:
Part I
Part III (Virginia Part II)
Wisconsin
Part I
Part II— Section A — Premiums; Section E — Exhibit of Incurred Losses
(modified to combine item 21(a) and (b) into a single item); also
appropriate notes.
Exhibit F
Part III
Copies of revised Part I, Part II, Part III, Instructions and Exhibit F are at-
tached to this report.
Respectfully submitted,
T. F. Tarbell, Chairman
Joseph Broucek
E. A. GiDDINGS
D. F. KiRSHEMAN
W. H. Tallau
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SCHEDULE "W"
CALENDAR YEAR 1941
Part I
COUNTRY-WIDE EXHIBIT
Exhibit of premiums, expenses and losses on account of all Workmen's
Compensation policies for the year ended December 31, 1941
A. Premiums
1. Net premiums written (per item 9, Co. 5, Page 2, annual statement) $
2. Add premiums unearned December 31 of previous year (per item 24,
Col. (7), Page 7, annual statement) $
3. Total $
4. Deduct premiums unearned December 31 of current year (per
item 24, Col. (7), Page 7, annual statement) $
5. Net premiums earned $
B. Expense Disbursements
6. Claim expense (1):
(a) Specific amounts paid to Industrial Commissions
or other State Boards for adjudicating claims $
(b) Allocated $
(c) Unallocated $ $
7. Inspection and Accident Prevention, excluding amounts
included in line 8 of this schedule $
8. Maintenance of Inspection Rating Boards and Bureaus (2) $
9. Taxes, licenses and fees (3)
:
(a) State taxes on premiums I
(b) Insurance department $
(c) Other state taxes $
(d) Federal taxes $
(e) All other (except on real estate) $ $
10. Acquisition Expense
:
(a) Commissions $
(b) Other acquisition cost (4) $ $
1 1
.
General administration expense
:
(a) Payroll audits |—
(b) Other administration expenses (5) (Basis ) $ $
12. Total expenses paid (sum of items 6 to 11 inclusive) S
C. Expense Liabilities
13. Claim expenses:
(a) Estimated expenses of investigation and adjust-
ment of outstanding claims $
(b) Estimated amounts due to Industrial Commis-
sions or other State Boards for adjudicating
claims I $
14. Estimated amount due or accrued for taxes, hcenses and fees (6)
:
(a) State taxes on premiums $
(b) Insurance department $
(c) Other state taxes $
(d) Federal taxes $
(e) All other (except on real estate) $
15. Acquisition expense
:
(a) Commissions due or accrued $
(b) Other charges due or accrued
.
16. Salaries, rents, expenses, bills, accounts, fees, etc. due or accrued
(not included above)
17. Total outstanding expenses (sum of items 13 to 16 inclusive)
Part II
D. Exhibit of Expenses Incurred
18. Expenses paid (Item 12)
19. Add expenses unpaid December 31 of current year (Item 17).
20. Total
21. Deduct expenses unpaid December 31 of previous year:
(a) Claim expense $
(b) Taxes, licenses and fees $
(c) Acquisition expenses $
(d) Other expenses I
22. Expenses incurred (Item 20 minus Item 21)
E. Exhibit of Incurred Losses
23 Net losses paid in current year (7) S
24. Add losses unpaid December 31 of current year (8). . . . $
25. Deduct losses unpaid December 31 of previous year
26. Losses incurred (Item 24, extended, minus item 25)
SCHEDULE "W"
CALENDAR YEAR 1941
Part II
Exhibit of (State) Business
Exhibit of premiums, expenses and losses on account of all (State)
.
Workmen's Compensation policies for the year ended December 31, 1941
A. Premiums
1. Net premiums written on direct business (1) I
2. Add premiums unearned December 31 of previous year I
3. Total S
4. Deduct premiums unearned December 31 of current year (2) $
5. Direct premiums earned $
B. Expense Disbursements
6. Claim and Inspection expenses:
(a) Investigation and adjustment of claims
(b) Inspection of risks and accident prevention . . .
(c) Maintenance of (State rating bureau) Bureau
.
(d) Other bureau or association expense
7. Taxes, licenses and fees (3)
:
(a) State taxes on premiums
(b) Federal taxes
(c) All other taxes, licenses and fees
8. Acquisition Expense
:
(a) Commissions
(b) Other acquisition cost (4)
9. General administration expense:
(a) Payroll audits
(b) Other administration expenses (5)
10. Total expenses paid (Sum of Items 6 to 9)
C. Expense Liabilities
11. Estimated expenses of investigation and adjustment of outstanding
(state) claims
12. Estimated amount due or accrued for taxes, licenses and fees:
(a) State taxes on premium (at %) I
(b) All other taxes, licenses and fees (6) $
13. Acquisition expense
:
(a) Commissions due or accrued $
(b) Other charges due or accrued $
14. Salaries, rents, expenses, bills, accounts, fees, etc. due or
accrued (not included above)
15. Total outstanding expenses (Sum of items 11 to 14 inclusive)
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16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
D. Exhibit of Expenses Incurbed
Expenses paid (Item 10)
Add expenses unpaid December 31 of current year (Item 15).
Total
Deduct expenses unpaid December 31 of previous year
Expenses incurred (Item 18 minus item 19)
E. Exhibit of Incurred Losses
Losses paid in current year on direct business
:
(a) For Compensation to injured workmen or de-
pendents $
(b) For medical, surgical and hospital aid $
Add losses unpaid December 31 of current year (7)
Deduct losses unpaid December 31 of previous year
Losses incurred on direct business
Underwriting gain or loss on (State) business
(item 5 minus sum of items 20 and 24)
Part III
Exhibit of Premiums Earned and Losses Incurred on Direct Business in
(State) by Years of Policy Issue
Year
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GENERAL INSTRUCTIONS
All ratios are to be recorded as percentages, conaputed to two places of decimals.
All amounts are to be reported in dollars only. All items requiring reference to pre-
vious reports under Schedule "W" must agree exactly with the reports as previously
filed (with corrections, if any) with the (State) Insurance Department. If the com-
pany has not kept a complete record of these reports the necessary information
should be obtained from the Department. Anything in the blank which the com-
pany does not clearly understand, or which requires an interpretation, should be
referred immediately to the Department.
Part I is a country-wide exhibit and covers the entire compensation business of
the company. Only amounts applicable to workmen's compensation insurance
shall be included. Unless otherwise indicated in these notes, all such amounts are
to be determined exactly from the accounts of the company. Part I is required
only of companies doing business in states other than (State).
Part II is a (State) exhibit. All items refer only to business in the state of (State).
Part II is required of all companies doing business in (State).
Part III is a policy year analysis of compensation premiums and losses in (State).
Part III is required of all companies doing business in (State).
SPECIAL INSTRUCTIONS, PART I
(1) The total of this item should agree with amount of workmen's compensation
entered in the 1941 Annual Statement, Page 3, Line 20; otherwise explain fully.
(2) Include in this item any contribution made in the form of fees, assessments
or otherwise for inspections by or the maintenance of inspection, rating, or service
bureaus, boards or associations.
(3) Include in this item the amounts properly chargeable to workmen's com-
pensation business. If amounts are determined by prorating, apportion Item 9(a)
on basis of 1940 written premiums and Items 9(b), 9(c), 9(d) and 9(e) on basis of
1941 written premiums. Use ratios per cent of compensation net written premiums
to total net written premiums.
(4) Include in this item home office solicitation, branch office and agency ex-
penses, salaries and expenses of agents and solicitors, and all other acquisition
cost properly chargeable to workmen's compensation business.
(5) Report either: (1) the amount included in the New York Casualty Experience
Exhibit, or (2) if the company does not file such exhibit, the amount computed as
follows: Divide the earned compensation premiums (Item 5 of this Schedule) by
the total earned premiums (Item 5, Page 8 of the 1941 Annual Statement) ; apply
the percentage to the sum of the underwriting expenses paid. Items 33, 33(a), 34,
38, 39, 41, 42 and 43, Page 3 and any administration expenses in Items 45, 46, 47
and 53, Page 3, less investment expenses (J/g of 1% only) included in Item 51,
Page 9, of the 1941 Annual Statement and enter the amount so obtained in Item
11(b) of this Schedule. Indicate basis used, ( (1) or (2) ).
(6) Include in this item the amounts properly chargeable to workmen's com-
pensation business. If amounts are determined by prorating, apportion each item
on basis of 1941 written premiums. Use ratio per cent of compensation net written
premiums to total net written premiums.
(7) Report the amount appearing in the 1941 Annual Statement, Page 3, Line 6,
Column 5.
(8) Report the amount appearing in the 1941 Annual Statement, Schedule P.—
Part 2, Column 10, plus the Workmen's Compensation Reinsurance Bureau loss
reserve. Page 5 of the 1941 Annual Statement, and less the amount of Item 13 of
this exhibit, provided such amount is included in Schedule P, Part 2, Column 10.
SPECIAL INSTRUCTIONS, PART II
(1) This item must agree with the (State) premiums shown in Exhibit F, Page 4.
(2) Estimate the actual unearned premiums on a monthly basis, considering
all poficies of each month's issue as having been issued on the 15th of the month.
xcvi P.D. 9
(3) Include in this item all taxes, licenses and fees properly chargeable to work-
men's compensation business in (State). If amounts for Item 7(b) and 7(c) are
determined by prorating, apportion each item on basis of 1941 written premiums
on direct business. Use ratio per cent of (State) compensation written premiums
on direct business to total compensation written premiums on direct business shown
in Exhibit F, Page 4.
(4) Include in this item home office solicitation, branch office and agency expenses,
salaries and expenses of agents or solicitors, and all other acquisition cost properly
chargeable to workmen's compensation business in (State).
(5) Compute this item as follows
:
Determine the ratio per cent of (State) compensation written premiums on
direct business to total compensation written premiums on direct business shown
in Exhibit F, Page 4. Apply this ratio to Item 1 1 (b) of Part I of this Schedule and
enter the amount so obtained in Item 9(b) of Part II of tliis Schedule.
(6) Include in this item reserves for all taxes, licenses and fees properly charge-
able to workmen's compensation business in (State). If amount for 12(b) is de-
termined by prorating, apportion on basis of 1941 written premiums on direct
business. Use ratio per cent of (State) compensation written premiums to total
compensation written premiums shown in Exhibit F, Page 4.
(7) Outstanding claims shall be valued as of December 31.
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Part II
Dec. 31, 1944 (Paid-fok BusinessI
and Group Insurance.
29
Incbeases
Transfers,
Additions
No.
Transfers,
Deductions
No.
Terminations
Amount.
In Force Dec. 31,
1944
No.
1
1
1
1
30 P.D. 9
Table G.—Exhibit of Policies in Force
COMPANY AND KIND
OF INSURANCE
In Force Dec. 31,
1943
No Amount
New Issues
No. Amount
Revivals
No. Amount
Oedinabt Business— Con.
Massachusetts Companies — Con
Paul Revere:
—
Whole lile
.
Endowment
All other . . .
Reversionary additions
Paet II
Dec. 31, 1944 (Paid-for Business)—Continued
31
Incbeases
32 P.D. 9
Table G.—Exhibit of Policies in Force
COMPANY AND KIND
Part II
Dec. 31 1944 (Paid-for Business)—Continued
Incrbabeb
34 P.D. \)
Table G.—Exhibit of Policies in Force
COMPANY AND KIND
Part II
Dec. 31, 1944 (Paid-for Business)—Continued
35
Increases
36 P.D. 9
Table G.—Exhibit of Policies in Force
COMPANY AND KIND
OF INSURANCE
In Force Dec. 31,
1943
No. Amount
New Issues
No.
Rbvivalb
No.
Ohdinabt Business — Con.
Companies of Other States — Con.
Phoenix Mutual:
—
Whole life ....
Endowment
All other . . .
Reversionary additions
Totals ....
Presbyterian Ministers' Fund:
—
Whole life
Endowment
All other . .
Reversionary additions
Totals ....
Provident Mutual:
—
Whole life....
Endowment
All other . . .
Reversionary additions
Totals ....
Prudential:
—
Whole life . .
Endowment
All other . . .
Reversionary additions
Totals . . .
Security Mutual:
Whole life ....
Endowment
All other . . .
Reversionary additions
Totals ....
Sun Life (U. S. Branch) :—
Whole life ....
Endowment
All other . .
_
.
Reversionary additions
Totals ....
Travelers:
—
Whole life ....
Endowment
All other ....
Reversionary additions
Totals ....
Union Central:— .
Whole life ....
Endowment
All other . . .
Reversionary additions
Totals ....
Union Labor:
—
Whole life ....
Endowment
All other . .
_
.
Reversionary additions
Totals ....
Union Mutual:
—
Whole life ....
Endowment
All other . . .
Reversionary additions
Totals ....
84,537
144,356
10,889
Pakt II
Dec. 31, 1944 (Paid-for Business)—Continued
37
Increases
38 P.D. 9
Table G.—Exhibit of Polices in Foece
COMPANY AND KIND
OF INSURANCE
In Force Dec. 31,
1913
No. Amount
New Issues
No.
Revivals
No. Amount
Obdinary Business—Con.
Companies of Other Slates—Con.
United Benefit:—
Whole life ....
Endowment
All other ....
Reversionary additions
Totals ....
United Life and Accident:
—
Whole life ....
Endowment
All other . . .
Reversionary add'tions
Totals ....
Washington National:
—
Whole life....
Endowment
All other ....
Reversionary additions
Totals ....
Totals of Other States .
Grand Totals . .
Industrial Business
Boston Mutual:
—
Whole life .
Endowment
All other
.
.
_
.
Reversionary additions
Totals
Columbian National:
—
Whole life
.
Endowment
AD other
Reversionary additions
Totals
Guardian:
—
Whoie life .
Endowment
All other .
_
.
Reversionary additions
Totals
John Hancock Mutual:
—
Whole life .
Endowment
All other
Reversionary additions
Total.
Metropolitan:
—
Whole life .
Endowment
AH other . . .
Rever.sionary additions
Totals
Morris Plan:
—
Whole life .
Endowment
All other .
_
.
Reversionary additions
Totals
Prudential:
—
Whole life .
Endowment
All other . . .
Reversionary additions
Totals
147,223 $250,220,452
12,724 18,814,702
3,429 9,037,875
7,857
41,793
Part II
Dec. 31, 1944 (Pa.td-for Business)—Continued
39
Increases
40 P.D. 9
Table G.—Exhibit of Policies in Force
Part II
Dec. 31, 1944 (Paid-for Business)—Concluded
41
Increases
No. Amount
Transfers,
Additions
No. Anaount
Transfers,
Deductions
No. Amount
Terminations
No. Amount
In Force Dec. 31,
1944
No. Amount
115,544
59,659
3 396
683 $217,492
3,612 655,551
14,079 2,715,719
3 J75.599 18,374 13,588,762
415 $13,334,663 171,721 $50,626,105
$60,466
- 1,614,147,019
8,872,694
8,700
651,361
1 4,155,350
- 267,835.854
11,400
- 1,131,940,704
48,363
- 356,677,286
8,522,762
- 2,346,589,764
- 760,249,614
3,334,450
91,721,458
2 1,198,758,355
13,311,182
842,000
72,500
4,000
4,658,455
2,232 $702,881
11,847 2,012,838
4,295 873,043
18,374 $3,588,762
171,721 $50,626,105
$18,500
17,763 $6,444,578
151,752 29,731,731
26,536 6,098,657
196,051 $42,274,966
1,415,275 $924,777,602
$1,250
167 1,709,807,831
6 8,390,658
9,900
2 4,306,484
6 4,663,126
62 290,035,254
10,600
71 1,136,790,455
11,668
78 541,325,210
6 10,158,862
33,000
75 2,168,600,858
2 51,103,167
147 728,552,578
35 12,777,950
167,000
50 88,086,698
115 1,216,861,269
7,500
1 13,528,220
1 591,500
46,000
3,000
27 3,648,128
114,816 $33,569,849
535,967 94,792,193
43,116 8,041.463
693,899 $136,403,505
1,196,034 $19,423,786,535
1
6,564
91
2
63
37
1,369
1
2,574
2
1.663
166
3
3,703
102
3,076
73
3
950
4,702
1
124
9
2
1
241
$1,034,833
3,932,141,830
60.487,608
205,700
12,922,740
11,695,755
765.151,314
81,800
3,620,367,216
2,593,539
1.038,946,787
44,732,486
757,500
6,589,150.608
32.865,918
2,335,023,657
15,324.350
474,000
247,534,531
3,683,326,369
499,900
74,594,839
4,712,000
500,500
52,000
15,259.084
3 87,812,473,737 $18,500 851 $7,989,518,164 25,523822,490,436,864
42 P.D. 9
Table G-2.—Exhibit and Classification of Annuities and Supplementary
NAME OF COMPANY
Part II
Contracts Involving Life Contingencies (Paid-fo'r Business)
43
Other Net
Changes
44 P.D. 9
Table G-2.—Exhibit and Classification of Annuities and Supplementary
NAME OF COMPANY
AND
KIND OF ANNUITY
In Force Dec. 31,
1943
No. Amount
New Issues
No. Amount
Transfers prom
Insurance Account
No. Amount
Companies of Other States
Acacia Mutual:
—
Individual .
Group
Supplementary contracts
Totals
Aetna:
—
Individual .
Group
Supplementary contracts
Totals
Bankers Life:
Individual .
Group
Supplementary contracts
Totals
Bankers National:
—
Individual .
Group
Supplementary contracts
Totals
Business Men's:
Individual .
Group
Supplementary contracts
Totals
Connecticut General:
—
Individual .
Group
Supplementary contracts
Totals
Connecticut Mutual:
Individual .
Group
Supplementary contracts
Totals
Continental American:
—
Individual .
Group
Supplementary contracts
Totals
Equitable of Iowa:
—
Individual .
Group
Supplementary contracts
Totals
Equitable of New York:
—
Individual .
Group
Supplementary contracts
Totals
Farmers and Traders:
Individual .
Group
Supplementary contracts
Totals
Part II 45
Contracts Involving Life Contingencies (Paid-for Business) —
46 P.D. 9
Table G-2.—Exhibit and Classification of Annuities and Supplementary
NAME OF COMPANY
AND
KIND OF annuity
In Force Dec. 31,
1943
No. Amount
New Issues
No. Amount
Transfers from
Insurance Account
No. Amount
Companies of Other States — Con.
Fidelity Mutual:
—
Individual .
Group
Supplementary contracts
Totals
Guardian:
—
Individual .
Group
Supplementary contracts
Totals
Home:
—
Individual .
Group
Supplementary contracts
Totals
Lincoln National:
—
Individual .
Group
Supplementary contracts
Totals
Metropolitan :
—
Individual .
Group
Supplementary contracts
Totals
Mutual Benefit:
—
Individual .
Group
Supplementary contracts
Totals
Mutual Life:
—
Individual .
Group
Supplementary contracts
Totals
Mutual Trust:
—
Individual .
Group
Supplementary contracts
Totals
National:
Individual .
Group
Supplementary contracts
Totals
New York:
—
Individual .
Group
Supplementary contracts
Totals
North American:
Individual .
Group
Supplementary contracts
Totals
6,664
Paet II
.
47
CoNTBACTS Involving Life Contingencies (Paid-for Business) — Continued
Other Net
Changes
48 P.D. 9
Table G-2.—Exhibit and Classification of Annuities and Supplementary
name of company
and
kind of annuity
Part II 49
CoNTBACTS Involving Life Contingencies (Paid-for Business) — Continued
Other Net
Changes
No. Amount
In Fobce Dec. 31,
1944
No. Amount
Income Now
Payable
No. Amount
Defebreo
FtTLLT Paid
No. Amount
Deferred
Not Fui/LT Paid
No.
-795
50 P.D. 9 j
Table G-2—Exhibit and Classification of Annuities and Supplementary
NAME OF COMPANY
AND
kind of annuity
Part II
Contracts Involving Life Contingencies (Paid-for Business)— Concluded
51
OiHER Net
Changes
52 P.D. 9
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Table M-1.—Sources op Increases and Decreases
Part II
IN Surplus for the Year ending Dec. 31, 1944
63
Total
Income
Insurance Disbtirsembnts
Dividend
Accumulations
Maturities, and Commissions,
Deaths Disabilities. Surrenders Supplementary Taxes and Other Total
Annuities Contracts Insurance Expenses Disbursements
Without Life
Contingencies
$21,416,354
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Table M-1.—Sources of Increases and Decreases in
Part II
SuBPLUs FOR THE Year ENDING Dec. 31, 1944—Concluded
65
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Table M-2.—Analysis of Increase in Reserve
Increases in Reserve
COMPANIES
Paet II
FOR THE Year ending December 31, 1944
67
Other
Increases
(Net)
Totals
Dedtjctions in Reserve
Annuity,
Reserves Supplementary
Reserves Released Contract,
Tabular Released by Other Disability and
Cost by Death Terminations Arcumnlated
(Net) Dividend
Payments
Total
Deductions
Reserve
Dec. 31, 1944
-$20,565
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Contributory Retirement Systems in Effect on December 31, 1944.
Table I.
—
Assets and Liabilities—December 31, 1944.
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Contributory Retirement Systems in Effect on December 31, 1944
Table I (Cone.) — Assets and Liabilities — December 31, 1944
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Table II.
—
Total Incomes—December 31, 1944.
Name of Annuity
Retieembnt System Deposits
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Table II {Cone.) — Total Incomes— December 31, 1944
Name OF
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Table III (Cone.) — Disbuksements— December 31, 1944
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Table IV.
—
Active Membership Exhibit—December 31, 1944.
Name of
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Table IV (Cone.) — Active Membership Exhibit— December 31, 1944
Name of
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Table X. — Massachusetts Workmen's Compensation Experience on
1941, 1942 AND 1943 for all Classifications under the Scale
Audited Payrolls
NAME OF COMPANY Policies
Issued
1941
Policies
Issued
1942
Policies
Issued
1943
Audited Earned
Policies
Issued
1941
Policies
Issued
1942
Accident and Casualty
Aetna Casualty & Surety
Aetna Life .
American Automobile
American Employers'
American Guarantee
American Motorists
American Policyholders'
American Surety
Associated Indemnity
Bankers Indemnity
Car and General
Century Indemnity
Columbia Casualty
Commercial Casualty
Continental Casualty
Eagle Indemnity
Employers' Liability
Fidelity and Casualty
Fireman's Fund .
General Accident
Glens Falls
Globe Indemnity
Great American .
Hartford Accident
Home Indemnity
Indemnity Insurance
London Guarantee & Accident
London & Lancashire
Maryland Casualty
_
.
Massachusetts Bonding
Metropolitan Casualty
National Casualty
New Amsterdam Casualty
New England Casualty
New York Casualty
Ocean Accident .
Phoenix Indemnity
Preferred Accident
Protective Indemnity
Royal Indemnity
Standard Accident
Standard Surety .
Sun Indemnity .
Travelers .
United States Casualty
U. S. Fidelity and Guaranty.
U. S. Guarantee .
Zurich General Accident
$5,200,588
48,724,418
28,795,754
4,667,455
16,650
707,233
468,187
1,780,307
19,111,578
3,065,053
212,310
8,864,181
680,137
160,153,914
8,757,959
1,645,192
13,686,564
1,625,763
15,505,664
12,172,638
35,888,533
9,214,351
3,194,750
1,532,036
20,950,055
30,225,229
295,300
2,744,920
5,508,607
477,411
5,737,894
2,549,774
15,785,590
10,194,055
778,973
1,387,708
161,100,146
992,414
9,717,344
108
5,224,707
$10,577,444
62,335,473
826,894
30,374,705
7,529,281
35,389
707,755
676,338
528,631
1,361,632
21,892,769
4,025,688
239,504
9,793,426
1,104,485
168,473,086
22,083,468
1,901,567
15,247,424
1,658,893
20,360,491
12,449,182
44,662,311
120,099
11,938,475
3,696,033
1,858,508
22,704,338
32,819,803
240,532
3,295,197
6,097,460
500,114
6,601,589
2,514,764
308,137
228,758
18,231,496
11,527,681
2,497,149
1,259,645
190,320,735
1,752,728
9,422,340
1,616
4,910,686
$5,633,858
64,780,941
5,091,805
36,098,503
66,228
13,260,205
30,831
787,443
251,070
586,543
1,739,798
36,148,872
4,350,325
206,000
10,154,535
1,771,761
186,369,512
28,209,172
2,082,270
18,395,756
1,524,485
17,470,920
13,165,498
45,212,940
104,039
12,884,127
10,522,946
2,761,671
23,578,035
36,491,253
379,408
3,959,655
9,196,389
710,284
112,349
6,253,148
3,339,939
2,192,581
883,365
23,915,761
12,287,950
4,061,753
1,534,531
182,499,138
2,494,869
10,570,415
6,177
3,541,621
$58,379
525,847
127
307,581
40,891
339
6,119
4,061
27,001
201,372
34,494
2,142
103,267
9,826
1,507,540
100,950
13,261
143,609
19,519
166,586
169,570
391,476
126,882
40,044
18,927
290,866
415,587
2,302
40,052
55,682
6,037
73,371
29,757
173,341
125,845
8,267
7,780
1,441,540
6,363
121,477
45
58,134
$134,841
675,001
11,116
297,038
45,773
445
4,494
24,932
3,816
18,166
223,550
50,626
2,125
101,513
15,706
1,537,922
129,399
15,827
150,782
19,127
192,744
176,260
549,386
248
97,054
40,119
17,919
282,282
401,194
1,400
45,131
65,294
6,808
87,943
26,800
4,367
3,664
196,066
145,907
27,742
7,428
1,589,847
12,832
114,312
112
47,306
All Stock Companies
American Mutual
Arrow Mutual
Eastern Mutual .
Electric Mutual .
Employers Mutual
Federal Mutual .
Hardware Mutual
Interboro Mutual
Liberty Mutual .
Lumbermens Mutual
Merchants Mutual
Security Mutual .
Transit Mutual .
United States Mutual
Utica Mutual
$659,341,450 $771,693,719 $847,670,675 $6,876,256 $7,602,364
$203,449,769
36,317,779
3,478,621
73,611,406
13,396,482
2,663,904
7,929,458
138,528
643,380,378
134,071,308
371,102
12,221,876
13,601,951
11,115,617
1,421,399
$232,978,921
50,599,218
4,621,683
111,323,697
19,171,439
3,300,449
8,127,031
194,211
766,152,646
145,155,094
1,321,204
12,483,882
15,435,593
11,126,923
1,406,489
$239,223,720
56,115,832
5,040,245
116,391,404
28,618,419
1,770,031
11,930,926
159,764
825,401,226
142,685,999
8,955,542
12,597,741
17,738,033
11,371,684
1,612,410
All Mutual Companies
All Stock and Mlutual
Companies .
,157,169,578
,816,511,028
$1,383,398,480
$2,155,092,199
$1,479,612,976
$2,327,283,651
$2,338,486
322,391
23,152
361,779
234,979
43,065
96,431
1,133
6,289,720
1,645,771
7,780
112,880
90,387
79,552
12,506
$2,701,949
439,286
27,983
502,509
313,593
46,329
99,726
2,295
6,854,622
1,722,666
25,076
104,722
107,328
67,965
12,063
$11,660,012 $13,028,112
$18,536,268 $20,630,476
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Losses iNctrRRED
Policies
Issued
1941
Policies
Issued
1942
Policies
Issued
1943
Per Cent of Earned
Premium
Policies Policies Policies
Issued Issued Issued
1941 1942 1943
Loss Cost pbb $100 of
Payroll
Policies Policies Policies
Issued Issued Issued
1941 1942 1943
$53,258
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Table Y.—Massachusetts Workmen's Compensation Experience on Policies
THE Principal Classifications under the Scale of Benefits and Premium
classification of risks
Code
Num-
ber
Audited Payrolls
Policies
Issued
1941
Policies
Issued
1942
Policies
Issued
1943
Abrasive Wheel Mfg. .
Pakt II 143
ISSUED BY All Carriees during the Calendar Years 1941, 1942 and 1943 for
Rates for those Years respectively (see Further Explanation in Footnote)
\144
Table Y.-
P.D. 9
-Massachusetts Workmen's Compensation Experience
CLASSIFICATION OF RISKS
Code
Nhid-
ber
AUDITBD PaTBOLLS
Policiea
Issued
1941
Policies
Issued
1942
Policies
Issued
1943
Drug, Medicine or Pharmaceutical Preparations Mfg. 461
1
Part II
ON Policies issued by All Carriers, etc.—Continued
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Table Y.
P.D. 9
-Massachusetts Workmen's Compensation Experience
Pakt II
ON Policies issued by All Caehiees, etc.—Continued
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Audited Earned Premiums Losses Inchrbed
Net Loss Cost per
$100 OF Payroll
Policies Policies
Issued Issued
1941 1942
Policies
Issued
1943
Policies
Issued
1941
Policies
iBsued
1942
Policies
Issued
1943
Policies Policies Policies
Issued Issued Issued
1941 1942 1943
$13,950
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Table Y.-
P.D. g
-Massachusetts Workmen's Compensation Experience
CLASSIFICATION OF RISKS
Code
Num-
ber
Audited Paybolls
Policies
Issued
1941
Policies
Issued
1942
Policies
Issued
1943
Tanning ......
Telephone or Telegraph Apparatus Mfg
Textiles—bleaching, dyeing, etc
Textile Machinery Mfg.
Theaters—not players
Tool Mfg.—not drop or machine forged
Tree Pruning, Spraying, etc
Truckmen—n.o.c.
Upholstering
Valve Mfg.
Watch Mfg.
Waterworks Operation
Webbing Mfg. .
Wire Cloth Mfg.
Wire Drawing—iron or steel
Wire Goods Mfg.
Woodenware Mfg.
Wool Combing or Scouring .
Wool Merchants
Wool Spinning and Weaving
Wrecking or DemoHtion
Yam or Thread Dyeing or Finishing
Yarn or Thread Mfg.—cotton
Yarn Mfg.—wool
Y.M.C.A. or Y.W.C.A. Institutions
Totals ....
2623
PaktII
ON Policies Issued by All Carriers, etc.—Concluded
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Fraternal Benefit Societies
Records of Changes
Below is a list of the corporations which were authorized in this Commonwealth in 1944
and also a Ust of those which ceased to transact business during that period:
Corporations Authorized During the Year 1944
Date of
Name Location Authority
Medford Police Relief Association, Incorporated ..... Medford Jan. 13
Corporations Ceasing to Transact Business since Jan. 1, 1944
Name ' Location Date and Remarks
Continental Benefit Society, The . . . Boston . . Feb. 16. Sec. 10, Chap. 176, G. L
.
HeUenic-American Mutual Benefit Association
of Woburn, Mass Woburn . . Feb. 2. Section 10, Chap. 176, 'G. L.
Stoughton Lithuanian Benefit Society of Saint
Antano, Incorporated .... Stoughton . . Feb. 5. Section 10, Chap. 176, G. L
.
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